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SAFE-DEPOSITS 


(xv1) 


a All over the world there is an increasing use of safe-deposits. The 
renters of the small safes or ‘‘integers’’ have an ever-growing appreciation 
of the convenience of having a small safe to themselves, guarded by the main 
security of the bank or safe-deposit company.- (In a recent example of a safe- 
deposit installation by John Tann in a Colonial bank, every safe was let six 
weeks after erection and the installation had to be doubled.) At the same 
time, banks and other institutions are becoming increasingly aware of the 
value of such an installation as an investment, deriving its income from the 
rent paid by the customer. Safe-deposits by John Tann find favour because 
of their fine workmanship, their complete safeguards against theft and fraud, 


and their thoughtful provision for the convenience of the customer. Below 


s illustrated part of a large installation just completed for a foreign bank. 
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THE HON. RUPERT EVELYN BECKETT 


», after tzzenty vears as Chairman of the Westminster Bank, has announced hits 


impending retirement) 


E.C./ 








he says he’s too busy 





NOT to see you... 








What’s on this caller’s card that opens the door to a busy executive's 


office ? It’s just a symbol in the corner — the of Burroughs. 





You see, that symbol stands for an organization whose job is to 
help save time. Through daily contact with all kinds of business, 
Burroughs is familiar with current problems in figuring, account- 
ing and statistical procedures — and how they are being solved. 
Burroughs knows time-saving trends in machine application. 
Burroughs has a complete line of machines that get figure work 
done in less time, at less cost, with less effort. 

Phat is why busy men welcome the visit of a Burroughs representa- 
tive. They know it takes time to save time. They know that time spent 
with a Burroughs man is a good investment. Phone him to-day. 
Regent 7o61. Burroughs Adding Machine Limited, Avon House, 


356-366 Oxford Street, London, W.1, and principal cities. 


WHEREVER THERE’S BUSINESS THERE’S 


oo ome Durroughs © 
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ling | ll! on the boil during the 
month, both in the United States and at the meeting of Commonwealt} 
relgn ministers at Colombo. In Washington the “‘ABC 
Sterling (America-Britain-Canada) Continuing Committee has now got 
Balances beyond th tave of factual presentation of the problen 
As in l | I ) ) h b id means ot 
inducing t! 10 world b this particula 
1a bu 1 of th sd has been 
timula ya rem public deb 1c Americar 
ress. Mr. Walter I Wn icular has exponent of 
he ] L President 1] programme, 
Marshall Ai 1 the « sterlin rould into one vast 
nelting chem l » shift part of tl hese balances 
to the | 1 States by t « th lar aid wi Inited States i 
ow & : Britain to yal hol f the lances, India 
and P m. Th ; Id b by a promise of dolla~s to forgo 
nart oi the ] cl ! 1 t that o1 lollar 1 the hand is 
vorth q pound bush. O f t] st to the restora 
n of : ing convertil vuld 1 1 
A 3+ EC } + 7 , 
shows I t sense of ! ai 1S, 1 ret ] ALO 41 
ty Vi of ) : ] ) ) t to 
rling ¢ i 1 thos Ich t Uni Sta 
e probl mn Li l L 
to be wh tied t ; a bold ass 
1 th wh ) »] | nf . i pro 
te hich] en ; Lis. 4 On t] ] 
ise to lue reli wi] Washington talks 
< f 1 l f rt b] 1 M I ! I i I l i 1 oF 
h hin the ¢ ult] ily has t b ly without 
. Hor juer | l t} from the begin 
ng of t ster] from t dollar wor] ould be running 
28 1 ow the « ing 194 nd this in itsel a welcom 
lic ex!) to dollar economy are b f Th 
roblem of releases of sterling balances was not discussed in specific terms at 
he Cclombo conference but is being left to separate consideration with each 
d at the normal a yotiations. The first of these nego- 
50—th« 1 Egypt and those with Israel—have now started 
l Cours 
ALTHOUGH it is evident that the level of savings in the last nine months of 
~ ra +3 } 


in the same period of 1948, the overall record 








s last year was not perhaps as bad as some 
Saving recent cri n has supposed. It is true that the surplus of 


’ ational 
1 into a deficit of 
ons in 1949—a deficit which was the net result of a 


and receipts over withdrawals of £63 millions shown by the N 


Spending Savings Movement in 1948 was transforme: 


i O4¢ ° 
in 1949 £333 milli 
surplus of 


just under {50 millions in the first three months of 
the year and of a deficit of just over £80 millions in the last nine months. It 
feserves to be noted, however, that when allowance is made for accrued 
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} . 4 7 +1 bond £ e739 1 ? , 1 9’ ™ 
st whi remained invested, the total of savings held by the Movement 


nsin 1949. This figure, too, marks a disturbing deteriora- 








s the year progressed (only £1? millions accrued during the “last nine 
s of 1949 against just under {60 millions in the last nine months of 


when assessing the total volume of 


4 
tential s) ling power which the National Savings Movement has held 
] + 


f chasit oods on the market in 1949, it is this £68 millions which 
1 taken into account—and not the apparent deficit of £33} millions 


eure when 
uer. Moreover, on a sector of the financial 
ional entrenchment of personal 
—saving by life assurance—has been most stoutly defended during the 


Returns for new life business written by 55 offices in 1949 total 


st on encashed certificates) which is the more relevant fi 
i : f tl 








{500 millions, representing an increase of between 4 and 5 per cent. 
whittling down of personal saving as has occurred during the year 
lv | d ) : f ri x prices (the index of retail prices 
{ al t | tit y of goods in the shops. 
from 1 post-devaluation rampage in October (which was partly 
1 cl rat ¢ and drastic economy cuts), 


t N $3 ( higher than October's high 
D S vet lable), tl is some reason to believ 
3 last I < t f at all—hig! than that 


is { had to be raised temporarily by £50 millions 


> 5 lion this difference, however, was simply a symbol of 


long as tl ] ry Issue remains at a “ normal ”’ level of 

I es level of “ normal”’ spending and prices is goin 

he J Eng alon h a lower “ proportion ” and 
ap i 


( 1 sterling exchang 

} Ii t I I Reas S ( relaxation and 

\ it aom ave appeal L sid by 
Exchange de wit! wv restrictions. Among the former are the steps to 
Control's ye exchange trols on certain invisible transactions 
(wo Faces with other O.E.E.C. countries. The most important of these 
is the decis! to allow emigrants from the United Kingdom 
ies to take with them up to £5,000 of their capital, spread over 
r instead of up £1 » as heretofore Non-residents working in 
e | Kingdom a ! also allowed to remit to these countries as 
uch hey can save out of their earnings here; formerly, remittances were 
nited to half the sum earned. The United Kingdom is also prepared to give 
liberal treatment to remittances for compassionate purposes to r latives 
dants in the countries concerned. It should, however, be noted that 
th have been made under the aegis of the O.E.E.C. 
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ind as part of the general movement towards liberation of trade >and payments 





in Europe, the hard currency countries within the O.E.E.C. group (Belgium, 
Luxembourg and Swi i) are specifically excluded tet them—an 
xclusion which takes a little of the gilt off the gingerbread. One concession, 


however, Which does not suffer from such d lisct rimination and which in fact 

yplies to all countries and not merely to the O.E.E.C. group, is that which 
frees all c ipital which comes into the United Kingdom for d invest- 
ment projects. As from the beginning of this year the contro! 
iuthoritics have allowed such capital to be taken out again up to the amount 
if the original investment ; previously all money invested here 
blocked for a minimum period of ten years. 


j t } atels ; — } 4 
Against these concessions must be set 








7 
iad been 


a vradual restriction of the freedom 
with which tran: x may be used. It has recently become known 
that th Britis 1 eb und all countries in the transferable account 
eroup to restt .eir sterling 5 payments to and from other transferable account 
countries ‘ictly commercial transactions. Where trans- 
ferable sterli 





1” is to be used for third party transactions or for purely financial 


+ 


operations, the prior permission of the Bank of England must be obtained in 
each case. With certain countries this restriction on the use of transferable 
sterling has had to be achieved by formal inter-governm: ates agreements. This 
was so, for example, of the agreement made with Egypt last year ; similai 
wreements have been negotiated with Spain and Cz echoslovakia. This 
procedure, however, appeared to be courting publicity in a field where th 


order was that publicity sh ould, if p spon be shunned. Wherever possible 
therefore, the same objectiy cen reached by informal friendly agreements 
between the Bank of Engla silk 1 the central bank of the country c oncerned 
Phat which gained most { shlicit y was the arrangement of this character made 
with the =e son es 1kK—an arrangement which became known in this 
country mainly through leaks from Amsterdam. It should be stressed that 


this new pe ri not— as some quarters have suggested—represent a 
complete dismantling of th nsferable account system and a substitution for 
it of a series of bilateral seioinceaitui, Sterling remains transferable for all 


lirect current transactions between the countries concerned. The intention of 
the restrictions is simply to reduce both the demand for and the supply of 
cheap transferable sterling available for third party transactions. But though 
this may explain, it does not altoget] 


}: 





- Fatt! ly; ren woh. 
r excuse this latest trend of exchange 


ntrol policy, which must be 1 as a move away from the ideal 
rue convertibility. 
Most of Lord Linlithgow’s address to shareholders of the Midland Bank was 
this year devoted to a plea that no “ deliberate steps’ should be taken to 
lever up interest rates. If this also means that the natural 
Interest upward trend should be resisted, this attitude alone is sufficient 
Rates or to sustain the Midland’s reputation for the uniqueness of its 
Controls ? views among British bankers—even though not all of Lord 
Linlithgow’s colleagues would positively welcome a rise in 
rates. But in the arguments on which he bases his plea Lord Linlithgow 


stands alone. For this reason no attempt has been made to fit appraisal of 


his speech into the pattern of or ir survey of the other speeches—all of which 
are, in thet 3 various ways, € xpressi OnS O f the urge nt nev ‘d for a greater measure 
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of national economic policy. Instead of trying to compel manufacturers or 
merely exhorting them to switch their output to dollar markets when it is 
sier and often more profitable for them to sell elsewhere at home or abroad 


it would dry up part of these competing demands at the source. It would do 
1 


A 
this by a genuine and courageous disinflation—not one which sought a mer 





tatistical equilibrium by blowing away the froth of excess demand but on 
which frankly recognized that the requisite transfers of productive resources 
nd the requisite pressure for productive efficiency n r will occur in a condi- 


tion of perpetual 98} per cent. employment. It would not mount a broadside 
ttack on the welfare state, but would acknowledge that the several goals 
ity and absence of mass 


ly achieved except by measures which 


f human liberty, economic independ ce, social 





unemployment cannot be simu! 








iow (and from time to time through the for ble future) require some 
moderate degree of transitional unemployment, some genuine mobility of 
men and resources from job to job. Since there is no scope for further increases 
in taxation, it would perforce secure this change from over-full to full employ- 
ment by a reduction in Government expenditure and probably by some further 
deliberate curtailment of investment outlays--cuts which would inevitably 
include some pruning, but not any catastrophic slashing, of the social services 
among other large items of expenditure. In its external ap} lication, the policy 





would curtail unrequited exports. If the present recipients could not be 


persuaded to reduce their demands voluntarily, it would aoe means of cur- 
tailing their available spending power—and would not be inhibited therefrom 
by fear of causing some “ dislocation ’’ here in Britain. 
' Secondly, although measures of this kind would create valuable “ dis- 
incentives ’’ to managements and workers against acting, consciously ot 
unconsciously, against the national interests, the policy would not be content 
to rely upon these alone. [t would seek to increase the positive incentives by 
changes in the character and reductions in the total load of taxation. This 
would not require any further curtailment of the nation’s total spending 
power, though it would involve a further pruning of Government expenditure 
san offset to the tax reliefs. Thirdly, and as part of this second process of 
fiscal reform, it would begin a dismantling or reconstruction of subsidy systems 
wherever they cause distortion to the price mechanism out of all proportion 








) the social advantages a |. Finally, in the opinion of many, it should 
allow a freer movement of interest rates in support of these mainly fiscal 


instruments of pressure. 

If these are ind ed the essentials of what may be called the ‘’ economic ’ 
approach to Britain’s problems, it may ap pe ar that nomic argument leads 
necessarily és a clear r politica lalignment. Perhaps this is true ; but it is not 
yet demonstrably so. Two years ago the Labour Government seemed on the 
point of discov: ser the weakix eae” democratic ’’ planning under conditions 
of such stress and dicouiinia m as the war has l en behind ; of recognizing 
that at least eer r such conditions the frecr mech: tnisms of the price system 
would have to be prayed in aid. Sir Stafford C ripps did indeed discover this, 

1 | 








ind was still preaching the new gospel as recently as his last Budget specch. 
lf “ undemocratic ” controls were forsworn, as surely th y would be, perhaps 

new Labour Government might find eventually that it would have to seuaiies 
what Sir Stafford has preached. On the other hand, since this ‘ economic ’ 


programme appears so unpe vlatable and is » present without causing 
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para Aia and Bitede Sadia 
By Graham Hutton 


HE American economy is the decisive influence in our Western half « 
the world. It is decisive in all ways : when it does good, either publicly 
(as with the E.R.P.) or by stealth (as with expanding private commercia 
imports or investments abroad) ; and when it sins, both by omission and 


parat loxica ] economy. 











commission. But it is a 





i 
The North American economy depends for cm trade, directly 
and indirectly only on the strategic or politic ffec ts, not the purely economix 
effects, of an international slump (e.g. loss of America’s allies and their absorp- 
tion by the Communist world). Secondly, its geographical 


extent has expanded 
in the past few years, embracing to-day both Mexico and Canada. Thi rly 
its ind trialization, industrial ¢ it’ t 

have all streaked ahead since the convulsions of the 1929-33 bees ip, the 
New Deal and the second World War. Canadian and U.S. industrial output 























1S 75 cent. above what it was ten years ago ,; industrial | ‘odu tivity is 
about 10 per cent. higher ; agricultural output and productivity alike are at 
their peak ; and national ei tive capital—in short, productive mechaniza- 
tion—has gone ahead fast Awa an anywhere else, and faster than in any other 
decade in North Amer 
Fourthly, however American economy no tands before 
srievous dilemma : this very rap of productive mechanization (capitaliza 
I \ 
f productivity) in industry and agriculture alike has resulted i 
need to export primary products. And this dilemma has aris 
at tl t mor I he need for imported ‘actures in exchange is 
less than ever, when the outside world’s need of American capital and con- 
sumption goods is greater than ever, and when non-economic factors (defenc 
atomic energy, world-wide political iral developments, and communi 
cations) have rendered the rest of eva > Western world ultimately more dependei 
on North America than ever. Hence America’s new anxicti 
As with individuals, those anxicties, de veloped to preo \ccup ations, tend t 


become neuroses. One Canadian 
North American governments, civil servants and agriculturists as much as it 
annoys European governments, exporters and consumers ; namely, the wide- 
spread protective, insulatory inhibiti North American manufacture: 
ther) manufactures. (It is often for- 
‘anadian border is “the longes 
undefended fronti Id”, it is a highly " ‘otectionist barrier to manu- 
factures, both ways!) An even more widespread North American article of 
faith, equal to a taboo if not a neurosis, is the conviction that the maintenance 
or raising of the American standard of living depends on tariff protection for 
domestic industries. Paradoxically again, and as part of the North American 
dilemma already mentioned, Nort th Ann ricans simultaneously agree that thei: r 
agriculturists must secure enough income to maintain and increase their buying 
of the domestic industries’ goods. 

Thus the North American community, mainly industrial or urban, protects 
its own industries against foreign manufactures ; but it then has to pass on 





economic neurosis plagu les 


Wy? 


against imports 


gotten in Ei 
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1ore-than-doubled real income of 
ile trying to leave them simultaneously with at least 


as much privately-directed real income as they got before the war, while 

















attempting at the same 1 to make good all war-time wear-and-tear of her 
own productive capital equ ent, and while also endeavouring to quicken, 
extend and modernize the capitalization (mechanization) of many basic 
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(and to a less but sizable extent Belgium, France and Holland) has “ passed 
on” too much of the North American aid to extra-European lands: “ too 
much ” by reference to all the other clamant economic and strategic demands 
upon Britain’s post-war resources and annual output ; “too much” by 
reference to the resultant inflation in Britain (and the other neighbours), and 


to the consequent suppressive regulations, controls ~— insulators devised to 
do away with inflation’s symptoms rather than its causes ; and finally, ‘‘ too 


much ’”’ by reference to the comparative starving of Britai: n’s (and pro tanto 
the others’) domestic requireme nts of net, new and productive capital equip- 
ment (as distinct from “welfare” capital). [f the E.R.P. was intended directly 
and primarily to equip Britain and Western Europe to stand on its own feet 
in 1952—and not, indirectly and secondarily, to dev lop Africa, the Near East, 
and the Orient—then a new course, on new bearings, was plotted sometime 
in the past two years, and Britain ran aground on it in 1949. That course 
will land the British ship of State on the rocks by 1952 gil not before) 
unless someone takes over from Britain, or unless conside rable retrenchment 
ismade somewhere, either in the amounts of the “‘ passed-on aid” (promised 
by Sir Stafford Cripps at Washington five months ago and several times 
since then), or by the British people en order to keep up those amounts 
while receipts of North American aid are rapidly dropping. That course, too, 
will by that time land a lot of other hla of State on the rocks in Europe, 
Africa and Asia. 
** 

Whatever way one approaches this problem, therefore, one sees the peril of 
continuing this ‘‘ passing-on ”’ process, under E.R.P. from North America by 
way of Britain and Western Europe to extra-European territories, as it has 
gone on until now. Surely it would be sounder for all concerned—for the 
North American donors, the European “‘ needy ”’, and the “ needier ”’ outside 
Europe—to snatch the masks off these post-war inter-governmental financial 
and economic dealings, and to uncover the non-economic (the political, strategic, 
ideological and other) factors that have led to the covering-up of bewilderingly 
complex bite iteral economic “ deals ’’. It v ould be saner and sounder, even in 
iti ‘lection year, to make British party-politicians face 





h weaknesses, and to make American party-politicians 
who far greater powers over their Governments than 
Britis! req ments, responsibilities and risks of the new, 


long-term American strength. 
We of all parties in Britain—at any rate, those who can run and read—- 


know what any British Government will have to face, and tackle, between now 


and 1952, if we are not to collapse again then or thereafter. More important 
for our Western half of the world—and ultimately (after 1952) for all Britain’: 
nd W 1 Europe’s overseas territories 1 associated countrics—will be 
the answer given by North American voters and their representatives. (Canada 
will follow the lead of the United States in this matter.) On that answer after 
1952—and maybe well | before then—will depend the satisfaction of the capiial 
and even some current income necds of the comer’ ‘eloped countries : 


those lands, now mainly independent, where a majority of the peoples of our 
Western half of the globe live. Britain, the sterling area, and all Western 


surope (including Germany), cannot create and place abroad enough capital 
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to supply these areas on the requisite scale, after the E.R.P. ends. Even with 
E.R.P. they cannot do it now, and also perform what they are and have so 
long been trying to do at home. (The capital ni eds c of Western Germany ; alone 
could take all Western Europe’s net nev Capital ay ilable for ; reign invest- 
ments for years tocome.) To th lama d, most « xpan ded, most productive 
source of net new capital in the world ; to the most “ capitally-equipped ”, 


mechanized, region ; to the world’s creditors in North America alone, on 
balance, can Britain, Western Europe, and the rest of the Western half of the 
world look for the sole, swift and sure means of raising standards of production, 






»f efficiency, and of life. 

What are > th » chances of attracting such a flow of Nor _ nerican resources ? 
They are not rosy ; but a are they hopel A bole “Ww conception, of 
reasonable practic ibility, could command : ho rican « a spec ally as 


a “cushion ’’ against depression at home. But it must be said at once to 
Europeans—particularly, perhaps, to the extreme dogmatic Left in Britain, 
i.e. to those who have falsely ‘ and for years cried havoc for the American 


ritain’s woes on both rising and on falling prices in America, 


| } 

economy, blamed B 
and failed to see Britain’s own needs of more new productive capital to raise 
human productivity—that there is no inherent American economic reason why 

orth America shot est abroad on desir a ovided she invests © 
North America ild invest abroad on the », provided she invest 
on a higher scale ae heretofore at home. The secret al American-Canadian 





industrial productivity is standardization of domestic demands ; massive mass- 
production ; a consequently and equally massive mechanization (capitaliza- 
tion) of jobs and operations ; lowering of unit-costs ; resultant high percen- 
tages and — of “‘ ploughing-back ’’, obsolescence, etc. ; and the conse- 
quently profitable maintenance of a big research, machine-tool, and ancillary 

industry ’’ to serve all manufacturing industries. There is plenty of room in 
North America, or by extension in the Western Hemisphere, to expand this 
process. There is no economic reason why the American standard of living 
should not be immeasurably raised, in relative isolation and insulation, by 
concentrating on the “ under-developed ”’ one-third of American families ; 

the 10 per cent. who are negroes ; on the rehabilitation of the South ; on 
expanded social security (which is rapidly coming), shorter t hours in industry, 
icans who necd it, develo] ment of power and 


re-housing the one-third of Ameri 
farming, and so on. at similar there is no econontic reason why the 


American standard of living should not be raised by more hi nding abroad and 
more imports. The “jo on” in the pack is not economics. It is politics, 





. > +¢ r lode 
secul ity, re liabilit \ 


If No rth America is to look outward, to develop other lands, and to put 
the security and stability of the world outside on an equal footing with 
America’s own security and stability—which is both logical and a matter of 
American sclf-interest—it must be done with conviction, on an “ earnest’ 
from other countries, and with some warranty of genuine co-operation, of 
reliability, from them. Europeans—we British included—too often forget 
this aspect of “ co-operation ’’, though our Victorian forebears insisted on such 
warranties, and had much military sy er on which to rely. But by the same 

ken we can legitimately ask America, if w ready to give such an earnest, 
; 


0 face her own dilemmas and problems, not to push them off on others, and 
to pay the price of preponderant power and productivity as Britain once did 
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Left-wing British propagandists, who do penance for their forefathers’ sins in 
developing the world instead of Britain and then denounce America’s sins in 
wof doing so and in concentrating instead on her own resources, are, as ever, 
their own worst apologists. 

The percentages involved are not burdensome to America, whereas they 
almost certainly were to Britain 100 or 75 years ago. America’s ability to 
invest all its potential savings at home is nowhere near full, yet. (Th’s is 
causing much anxiety alre< dy. ) If, as Mr. Paul Hoffman so often tells Britain, 
we could _— e our dollar problem by capturing less than one-half of x per cent. 
of the U.S. retail market, how much more easily could the United States and 
Canada satiate the reasonable capital needs of Britain, Western Europe and all 
the under-developed countries in our Western half of the globe, by an annual 
investment of, say, 1} or 2 per cent. of the North American output. If that 
were done at a steady “ full employment ”’ rate in North America—one which 
left, say, 44 million men switching jobs or in the market for labour—Britain 
alone could utilize something like an extra £300 millions of her resources per 
annum for her own productive capital requirements, and thus maintain her 
people's standard of living. And the under-dev eloped countries would be as 
well off as they are. Three years of that would make a real difference to 
British, or European, trade and productivity ; nor would it slow down develop- 
ments outside Europe. It might well accelerate them. The result would 
yssuredly be better than the “ indirect ’’ methods pursued in the past two or 
three years. Those methods have neither raised British or European produc- 
tivity (as distinct from total production), nor Oriental, African or extra- 
European production and productivity, sufficiently. They have been piece- 
meal, bilateral, spasmodic, unco-ordinated. And they leave us now with 
but two years to go, years of rapidly dwindling North American aid, before 
all of us—Britain, Europe, Africa, the Orient, Australasia—have to meet all 
ur Own requirements from our combined resources, without any other recourse 
to those of North America than we can either earn or commercially borrow. 

* 

it may seem, at this concluding stage of the argument, that the Inter- 
tational Bank—or some hybrid creature composed a Fund, Bank, E.C.A., 
O0.E. me the “ continuing committee ”’ of United States-Canada-Britain set 
ip las -~ptember, and President Truman’s economic advisers for the execution 
of his year-old “ Fourth Point would be the logical body to be charged with 
the onerous responsibility of assessing, allocating, scheduling and satisfying 
as fast and as fully as is possible .or the North American creditor region) the 
apital requirements of the ‘“‘ under-developed ”’ countries in our Western half 
f the w —_ [ am not—yet—convinced of that. The records of Fund, Bank, 
E.C.A. and O.E.E.C. are far from impressive ; and I, for one, suspect it is 
largely i to the defence-mechanisms of too many “ sovereignties ’’, operated 
by ret note control through “ delegates ’’, voting by “ percentages of powers ’’, 
instead of any co-operative concentration on the overriding ad hoc purpose, 
the goal, 1¢ job of work to be done. 

[imagine that North American politicians voting supporters’ money away, 
North Seneinsin private investors abroad, and North American traders w ould 
feel app! r if they were pariners in the enterprises wherein part of their 
substance was invested. There are political risks of ill-will in this, as there are 
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in all international activities—cven in private commercial ones. But it seems 
that we in Britain and Western Europe possess enough economic and financial 
skills, techniques of colonial and other overseas administration, and commercial 


integrity to be able to offer North America real value-in-exchange, in a partner- 
ship for development of u leveloped countries, with North American 


funds. This being so, I would rather see such a partnership in the shape of 


many ( peting) merchant-venturers’ Chartered companies, than in some 
vast politicized "’, prestige-rid rovernmental entity. (Britain can 
chew on sunflowe1 ds and groundnuts at thi The salient feature 
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with inter-governmental dealings 
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forward co-ordinated scheme would be simple 
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Payments Union for Europe 


HE movement for creating effective tr: 


ba lit \f <3 49°97" "IAC within Riarana : 
bility of currencies within Europe is 





isferability and inter-converti- 
well under way and gathering 

















momentum. ts advance has recently been discernible along three 
distinct routes. The first is i osed regional groupings of countries 
tween which trade would be irrencies convertible—evroupings of 
which the Finebel project 1 iding example. The second is the 
4 4 f } ] r a bf Aes, ine 1 - 
possibie eX yn { the sterling area lecnanism Dy projects such as tne 
Ukiscan (or Brisk) proposal. This road m Lys resembles th . but 
if differs from it in that it would ex 1d to Europe an existin ym chanism 
whereas the other regional grouping would be formed by creating entirely 
new machinery. The third line of advance is through the amendment of the 
existing Intra-European Payments Scheme and its conversion into a mechanism 
wchieving complete transferability of European currencies and endowed with 
an existence independent of and outlasting the present system of exceptional 
issistance to Europe from the United Siates 
For the moment, however, all these mon ry proposals must be viewed 
as an integral part of the European R overy : Pros ‘amme. ‘hey are one 
chapter in the story of incre sing unification of the European economy, and, 
as such, they have received—and indeed ri ag upon—United States interest 


und support. At first that interest was mainly focused on the aeyante towards 
convertibility through regional groupings of currencies. The original scheme 
for the French-Italian-Benelux union received considerable in ICE 
from United States authorities and tentative promises of direct support from 
E.C.A. funds. American interest in that particular approach to greater unifica- 
tion of the monetary system of Europe has, however, been waning very fast 
in recent weeks. This is partly due to the exce ptional difficulties which have 
been enci untered in working out an effective Finebel scheme and to the 
disappointing lack of progress which became apparent as soon as this proposal 
left the realms of emotional oratory and entered that of practical application 
of principles. The other explanation for the waning of American interest in 
this scheme is that a much more attractive contender for that interest and 
for the E.C.A. dollars that would go with it a appeared in the form of the 
proposals which now hold the field for the revolutionary amendment of the 
Intra-European Payments Scheme 

Before this new proposal is considered, a few words should, however, be 
said about the second road to transferability of European currencies, eo 
the wider extension to Europe of the facilities and system of the sterling area. 
{s an ultimate solution of the problem of European payments, this is still, 
perhaps, the most promising possibility. But before its promise can be realized, 
1number of other probe ms will have to 1 be solved and a number of uncertainties 
removed. First among these are the political uncertainties in Britain, pre- 
sumably now to be resolved by the impending General Election. For some 
time past, however, they have been all too apparent in the absence of a firm 
guiding hand in sterling exchange policy. Amidst this indecision it has been 
impossible either for British officials to push the policy of an extension of the 
sterling club in Europe with any real assurance, or for the possible candidates 
in Europe to receive the proposals made to them with anything but extremely 
reserved interest. 

Whatever party is returned to power in F 








sritain in the coming election, no 
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extension of the sterling area mechanism in Europe will be possible without a 
reversal of recent restrictions on the freedom of use of transferable sterling. 
These restrictions may have been wholly justified in the special circumstances 
in which they were introduced—that is, as an attempt to stamp out the markets 
in cheap commercial sterling and to stop up some of the leaks through which 
urgently needed “dollar earnings were escaping the sterling area. But they 

make a very poor case for the extension in Europe of the sterling area, for 
the very essence of the system is that trade and payments should be ‘free 
from quantitative restrictions and exchange control throughout the whole 
area over which it extends. Another problem which may have to be solved 
before any new adherents can be induced to come into the sterling circle is 
that of the sterling balances. The so-called ABC Continuing Committee in 
Washington has this matter under discussion, but there is no evidence yet of 
any solution which would tie up and render harmless a substantial part of 
these sight liabilities which must appear as the most potent reason to any 
non-sterling country for not joining the club. It is very evident that means 
will have to be found to reduce the supply of sterling both at home and abroad 
if it is to become a currency which countries now outside the sterling fold 
want to hold and to use increasingly. 

While, therefore, the sterling solution may in the long run be the best 
way of achieving what is needed, the hopes of immediate progress along 
this desired road of inter-convertibility of European currencies must be 
founded upon the amendme nt of the Intra-European Payments Scheme. A 
great deal of preparatory work has been done on this amendment by a working 
party of the payments committee of O.E.E.C., and the 1 resulting agreed state- 
ment of principles is being submitted to the full Council of O.E.E.C. at the 
meeting due to be held shortly after this issue of THE BANKER went to press 
A considerable measure of urgency has been given to this task of amendment 
because for some months past the Intra- European Payments Scheme has been 
working ‘feteeniodie unsatisfactorily. It is unnecessary here to rake over 
once again the dead embers of controversy about the basic defects of the 
I.E.P.S. That has been done often enough, and now it is generally agreed that 
the strictly bilateral character of the I.E.P.S. mechanism, the fact that it 
operates on the basis of estimates of balances of payments to which trade is 
then expected to conform (but does not), and that it is inherently tied t 
Marshall Aid, are sufficient reason for its early demise. The recent currency 
devaluations in Europe and their effects on European balances of payments 
have, moreover, made its revision even more urgent. For the purposes of 
I.E.P.S , the estimates of balances of payments were necessarily expressed in 
U.S. dollars, and the amounts were arrived at by converting estimates of 
balances of payments from the local currencies at pre-devaluation parities 
When the dollar amounts are reconverted into European currencies at the 
new parities they bear even less resemblance to reality than did the original 
hig shly fallible estimates. 

The I.E.P.S. system also deman le d fundamental amendment to bring it 
into line with the other major policies of O.E.E.C. which seek to promote 
greater unity of the European economy. In particular, the new payments 
arrangements must conform with the proposals made for the liberalization of 
intra-European trade and for the removal of exchange control restrictions on 
payments in respect of invisible current transactions in European trade. The 
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new scheme must also be framed with an eye to the rapid tapering off of 
Marshall Aid ; it should be able to stand by itself when no more Marshall 
dollars will be flowing to Europe. Finally, it should be possible under the 
scheme for the participating countries to build up their gold and dollar reserves, 
if necessary out of dollars provided by E.C.A. in the next two years. This last 
objective is as deserving of ‘ Mai ‘shall’ support as any other item in the 
economic reconstruction of Europe, but hitherto it has net ranked for such 
assistance. 

The basic feature of the proposal must be to make all current accumulations 
of currencies of E.R.P. — frecly transferable within this group. This 
means, in effect, that instead of the present non-repayable and _ bilateral 
drawing rights established between the participating countries, there must be 
erected a system of repayable and multilateral drawing rights. They must be 
made repayable in order to infuse into the system the incentives and deterrents 
necessary to create and maintain reasonable equilibrium in balances of pay- 
ments. So long as drawing rights are outright gifts, there is no encouragement 
to the removal of deficits. They must also be repayable if the scheme is 
ultimately to be independent of E.C.A. grants. But the free transferability 
of current accumulations of European currencies demands that precautions be 
taken to ensure that no countries are led against their will to extend excessive 
credit to their colleagues and, conversely, that no chronic debtor is allowed 
to maintain an undesiral ably high level of imports at the expense of the others. 

The mechanism which has been devised to achieve these general objectives 
and provide the necessary safeguards centres in the establishment of a European 
Clearing Union. This Clearing Union will keep its accounts in a new European 
unit of account which will have a defined equivalent in gold or U.S. dollars 
The name of that unit has not yet been settled, the choice at present lying 
between bancor, which was the name given by Lord Keynes to the unit for his 
own scheme for a fully international clearing union, or francor as a subtle com- 
pliment to the Latin member of the union, or ec#, not unknown in European 
monetary terminology and constructed by the initials of the European Clearing 
Union. Each member of the union would be given a quota fixed year by year 
and based on the extent of its foreign trade in the preceding year. These 
quotas would determine both the extent to which members would have to be 
prepared to accumulate ecus (so-c alled for the purpose of this article) in 
clearing union accounts, and ; lso the extent to which they would be allowed 
to overdraw on these accounts. If a creditor exceeded his quota in his clearing 
union account, or similarly if a debtor overdrew beyond his quota, or if the 
amounts-—even though within the quotas—remaine d outstanding too long, 
the credit or debit would be funded and converted into a new type of obliga- 
tion still expressed in ecus and owed by or to the Clearing Union. This con- 
version would provide hun e occasion for proportion ate payments in gold. The 
creditor would secure vment of part of his credit from the Clearing Union 
in gold or dollars, and pa rly the debtor would have to pay into the Union 
gold or dollars up to a certain proportion of his funded debt. 

The Clearing Union would obviously have to start operations with a dollar 
reserve, since the take-up of gold or dollars by the cre ditors need not be equal 
in time or amount to such payments by the debtors. There might be one 
solitary creditor who would reach the limit of his quota well before the debtors 
had reached the limits of their overdrafts. The Cle -aring Union should, therefore, 
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nion the new scheme, could there be any uncertainty about the distribution of basic 











Marshall Aid for the remaining two years of the European Recovery Programme. 
Basic allocations would have to be made straight away, leaving a substantial 
; in hala be distribut the Clearing Union pool and in accordance 
ith lit icipating « ies in their intra-European 
rade might also be assumed that any unutilized E.C.A. grants could be 
h kept by the recipient country to be adds I f gold and dollars 
lb \Moreo’ ‘rr, any dollars issued through the Clearing Union pool should be 
l] regarded as it dollars and also made available for rebuilding mon tary 
it reserves. At ‘ntial feature of the scheme would be to establish European 
| ) yay l i is wholi ii 1 pend nt ol Marshall \id as such. Ads Y itt te dly, 
the C if er | WoO ld be launche i with Marshall tollars. But € pay! ments 
nac | develop id b is could st 'd ind pendently 

if Ma ill dollars and merge naturally into the post-Marshall Aid era. 
At first the European Clearing Union must be an off-shoot of the Organiza- 
107e tion for iuro 1. Economic Co-operation. It must be regarded as part ol 
ues ; the ge il strategy which will make of the European economy a more unified 
ust- ind 1 » integrated unit. The movement towards “ integration ’’—a much 
ign misunderstood goal iil gain more from simple and natural stimuli such as 
ces the effective transferability of European currencies and lower barriers to 


ded trade, than from any grandiose but unpractical plans fcr co-ordinating invest- 
S as ment programmes or imp¢ sing artificial co-operation between national indus- 
var- tries. The force of competition will do all that is necessary provided it is 
ave wlowed to work; and in ch ‘aring the way for its influence, interconvertibility 
of European currencies is one a the essential prerequisites. But though the 

ring Clearing Union would be an offshoot of O.E.E.C., it would necessarily have to 
ven maintain close contacts with the International Monetary owe in Washington. 
[tiseven possible to conceive that after the end of - irshall Aid, and fo llowing 
LS. the abandonment of the edict against O.E.E.C. countries drawing dollars 
the from the 1.M.F., the Union might be regarded as a E uropean branch of the 
1ces [.M.F., with pipelines between the two and with facilities for rediscounting 
eral ecus with the I.M.F. in exchange for dollars or any shen currency in short 
lits. supply on this side of the Atlantic. Moreover, in the machinery for main- 
th taining equilibrium, the ultimate auth rity must lie with the I.M.F. This is 
he particularly true of further possible changes in exchange parities. The Clearing 

by Union would presumably have Bera to advise its me 

measures designed to correct persistent creditor or debtor positions within 
Europe. But if this advice reaches the point of suggesting new changes in 
parities, the problem must immediately be swept into the orbit of the 1.M.F. 
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her Is it along some such route as a Clearing Union that the ultimate conver- 
f tibility of European currencies should be sought? So far as the immediat« 
future is concernea, it is certainly the most p ing av of progress, if 
16! I ly i l lla | ld 1 rie til 1 ¢ il element of any 
Ins, sci wh I ) rovid in induce t to i I to lend 
it nd a deterrent to persistent borrowers against letting their obligations drift 
yn Gold or dollars, in short, are required to provide the necessary incentives for 
maintaining balance of payt ts equilibrium. The Clearing Union scheme 
ral will have the backing of the Economic Co-operation Administration, which 
mts will provide the ican goodwill and much of the cash with which this 
der scheme mu lif it is to succeed 
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The Problem of French Finances 
By Charles R. Hargrove 


PARIS, January 18 


NCE again, as the old year went out and the new one came in, the 
problem of the budget eclipsed all others in France, absorbing the atten- 
tion of Government and Parliament and flooding the front pages of the 


Press. No sooner had the estimates ra 1950 been laboriously drafted by the 
Ministry of Finance than a storm broke over his proposals for new taxation. 
The Finance Committee of the National Assembly transformed the estimates 
beyond all recognition and, despite long and complicated negotiations for a 
compromise, no comprehensive agreement had been reached when the budget 
came before the Assembly. In the long days of debate that followed, the 
Government was forced again and again to demand a vote of confidence, and 
its existence was saved by a bare four votes. Once again the frailty of the 
coalition on which Governments have rested uneasily these past three years 
was revealed to the nation and the world. Once again instability was shown 
to be the chronic malady of the Fourth Republic as it was of the Third. 

Recurrent French political crises have led to little more than a reshuffling 
of portfolios among representatives of the three parties which have controlled 
the administration since they parted company with the Communists early in 
1947. Each successive Premier, whether he be Popular Republican, Socialist 
or Radical, has had to rely on the votes of three pz urties whose wide differences 
of outlook continue to be reconciled simply through recognition of the fact 
that without a coalition between them no Government could exist for more 
than a few weeks. The only alternative would be dissolution of Parliament 
with or without reform of the electoral law, and this would offer risks which 
the three parties cannot agree to take. They prefer to wait until the life of 
the National Assembly expires in the normal way in 1951. In the meantime, 
all parties are united on the main issues of external policy, but upon an i nternal 
policy—and especially on economic and financial policy-—they find it hard 
to agree. 

Once the Socialistic fever of the immediate post-war period had subsided 
it became clear to most people here that the main objective of economic 
policy must be to stabilize pric es, and that the two prior conditions of such 


stabilization must be an increase i n production and a balanced budget. Despite 


some slight recession in industrial production in the second half of 1949, it is 
fair to sav that the first of th wo conditions has been fulfilled. As any 
visitor to France can testify, there re no longer a scarcity of goods or services 
in the country. But the second condition has not been fulfilled, and the 


budget estimates for 1950 were a sorry reminder of this. 
Budgets have a habit of casting their shadows befort 
under the shadow of the 1950 budget that M. Oueuille abandoned the Premier- 
ship last October. M. Bidault, who su ceeded him , had immediately to face 
a demand for higher wages and, at the same time, an obligation to increase 
taxaticn even if the b Sema for higher wages could be re ie M. Petsche 
who still held the thankless office of Finance Minister, was obliged to present 
estimates of expe as for 1950 for sums considerably higher than those 
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actually spent in 1949. Nevertheless, with the aid of the counterpart francs 
accruing from Marshall Aid, he managed to make his estimates of revenue 
cover his estimates of expenditure—except for a modest sum (less than 
Frs. 150 milliards) which he proposed to raise by internal or external loans. 
As the amount earmarked for extraordinary non-recurring expenaiture on 
reconstruction and development accounted for over one-third of the total 
budget of Frs. 2,200 milliards, the proportion to be covered by loans was 
small. But the estimates necessarily included fresh taxation to the tune of 
almost Frs. 200 milliards—taxation which was to fall almost exclusively on 
business. 

Business was not in the mood to swallow the dose. Profits—or at any rate 
paper profits—may have been high in recent years, but French industry is 
facing the change-ov er from a sellers’ to a buye rs’ market, it is contributing 
a larger share than ever before to the national revenue, it is shouldering heavy 
social security charges, and it is feeling the effects of credit restrictions and a 
stagnant money sadet. Business men were not slow to point out that the 
estimates of expenditure included several milliard frances for nationalized 
enterprises, francs that were needed not only for reconstruction or moderniza- 
tion or development plans, but also to enable these industries to cover depre- 
ciation and even operating deficits. The estimates under the so-called Invest- 
ment Budget, almost all of which is to go to nationalized enterprises, show a 
total of over Frs. 400 milliards. Business men argued that they were being 
called upon to finance these deficits and outlays because the nationalized 
industries are run inefficiently and have so little credit with the public that 
they can no longer attract ordinary savings on medium or long term. 

It is obvious that, when the State can no longer raise money by public 
loans either for itself or its satellites in industry or transport, it must increase 
taxation or reduce expenditure or, better still, do both. The Communists 
have a simple programme—they would eliminate expenditure on national 
defence (and so save, perhaps, Frs. 500 milliards) and then raise another Frs. 500 
milliards by further taxing business profits. But the French people, whose 
views are largely reflected in those of the coalition parties, have no mind to 
disarm ; and bleeding business to the bone is not a popular idea among a 
people of small business men and smail investors. The Government has 
had to fall back on less dramatic remedies. It is true that something has 
already been done to effect economies in administrative expe nditure, but 
reduction of the personnel of the Civil Service is recognized to be a slow affair 
at best, and a limit is set by the necessary expansion of the State’s activities 
in these - few years. Reorganization of the nationalized enterprises is also 
in progress, but where these are most out of equilibrium, their deficits are 
due to i Gov ernment’s refusal to allow them to adjust their prices or tariffs 
to conform to the general price level—out of fear that this would mean a rise 
in the cost of living of both the masses and the middle classes and an accentua- 
tion of the pressure for higher wages and salaries. 

Most opponents of the budget therefore concentrated their attack on what 
might be called the Extraordinary Budget. This is divided under two heads : 

‘Reparation of War Damage ” and ‘“‘ Investments ’’. The division, however, 
is not—indeed cannot be—clear-cut. A destroyed or damaged out-of-date 
installation can be rebuilt or repaired on a modest or generous scale, and to 
make the new far better than the old may be tempting and—if the installation 
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is to be repaired at all—even advantageous. But the latest estimate of the 
costs of reconstruction over the next ten years is Frs. 4,000 milliards ; it is 
very doubtful whether the taxpayer can support an annual charge of Frs. 400 


milliards and pay the bulk of the bill for financing development of nationaliz 
enterpri 3a I same time 


Ihe Investment budget for 1950 amounts to some Frs. 400 milliards 
wainst the I'rs. 300 milliards odd tor Reparation. These two together mak 
a grand total of over Frs. 700 milliards, which is further increased to over 
Frs. 850 milliards when an item of Frs. 145 milliards appearing in the ordinary 
aavil budget under the title of Recor iction and iipment "’ is 
udded. Over one-third of the entire national expenditure, therefore, might 
prop ‘rly be called of ac il nature, but the state of the loan market he such 
that little more than one-sixth is to be borrowed. Happily, Marshall Aid can 
still ke counted on to produce Frs. 250 milliards in counterpart funds, but the 
taxpayer has stul to bear the larger part of the load directly. 

This, then, is the background to M. Petsche’s demand for addition il taxa- 
tion whic! 1 so much trouble between the Government and its tr ipartite 
majority, and particularly that part of it which represents Business. Since 
its own share of the money to be devoted to “ Equipment and Modernization ” 
is insignificant beside that earmarked for State enterprises, private enter- 
rise ha: s complained that it is being taxed to finance undertakings which 


have been wrested from its ownership. The group led by M. Paul Reynaud 
headed the tack. It demanded a reduction of the Investment budget, and 
in this it enlisted the sympathies of almost half the Radical Party. ber the 
other hand, the Socialists, fearful of the unemployment which would follow 
any curtailment of the public works prog ‘rammme—and of the loss of ro wit 
to the Communists this would entail—insisted that Investment expenditure 
should be sacrosanct. The left wing deputies thus became the champions of 
the famous Monnet Plan, pel, out ‘with bitterness that its execution is 
already far behind schedule and echoing Jean Monnet’s own argument that 
to invest now is the only way to make sure of prosperity later. 

From that, of course, it was but a short step to the argument that the 
country could bear the new taxation and that an undue proportion of income 
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levoted to investment. The Ministry of Finance, however, puts 
of taxation to income at over 30 per cent., inclusive of para- 


fiscal (or social security) charges and local taxation ; if subsidies be included 








the total rises to 32 per cent. For 1946 the comparable proportions are 18 
per cent. without subsidies and 22 per cent. with them. The same Ministry 
has also produced tables showing the sharp increases in actual budget disburse- 
ments and receipts between 1913, 1938 and 1949 measured in francs of 1913. 





In terms of such francs, budget expenditure, taken at 100 in Ig13, rose to 2a8 





in 1949, or, 1f 1938 be taken as I00, to 186. The figures for receipts (in similar 
terms) wé Frs, 5,092 millions in 1973, Frs. 8,849 millions in 1938 and 
Frs. 11,639 millions in 1949. Th figures exclude the levies made for the 


social services by other organisins than the Central Treasury. The strain on 

my i he rate of growth of national income 
in recent years has been abnormally low and because the incidence of taxation 
has become more unevenly distributed as the burden rose. The accompanying 


table shows the main sources of revenue in the three years cited a 





Millions of 1913 Francs 


1913 1935 1949 
Ince I a 772 131 2,715 
Taxes on Wealth .. 1,055 T,309 oO! 
Taxes on 703 80 281 
Exceptio ‘ 63 72 285 
Income f dy erty, etc. 532 1,029 913 
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Undoubted! nding fiscal development of the last ten years, as 
revealed in this table, has been the growing importance of taxes on consump- 
tion. The increase in these is almost wholly due to the Turnover Tax, 
which did not exist in 1913, but which produced, in 1949, « half the total 
his category of revenue and 33 per cent. of total revenue from all 
sources. If the allied tax on transactions is combined with the turnover tax, 
their contribution to the grand total of receipts becomes 44 per cent. 
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lance on indirect taxation of consumption goods is explained 
yf the income-tax (which was introduced on the British model 
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Inventory of the Financial Situ ition ’, published in 1947, and in the recent 
supplement to it, there is striking evidence of the nature of this burden, whi 
P} g , ch 
falls mainly on the employer and indeed tends to develop into an exclusively 
lover evenue from national and local taxes and from social 





Mi llia ls Francs 
al Local Social 
46 03 43 dee) 
1947 622 73 280 
148 1,060 55 510 
49 . aa ii na P és 1,350 510 570 

} ] ale le ee . : } ped nance. cs 
The last column, moreover, does not represent the entire cost of — ervices 


ne 


( unity, because expenditure on social services borne by the State 
for its employees is necessarily included in the first column instead of the third, 
while employees of local government must also be taken care of by local taxes, 
Che State’s bill on the score of general insurance and family allowances tripled 
between 1946 and 1949, amounting this last year to Frs. 42 milliards. When 
pensions and other forms of social relief are added, the social bill of the State 
; Frs. 165 milliards, and, if social charges arising from the wars are included, 
Frs. 236 milliards. 
In France, as elsewhere, the social services have undoubtedly served to 
eep down wage demands ; in one sense, therefore, part of the money paid 
by employers for these services would otherwise have to be paid out in higher 
wages. But this must not disguise the fact that the ‘ para-fiscal ’’ burden on 
business is heavy. Another table from the “Inventory of the Financial 
Situation”’ (reproduced on page 107) shows the incidence of the burden 
between social insurance and family allowances. The distinction is important, 
for the entire cost of family allowances is borne by the employers, who are 
ilso legally bound to pay out a sum equal to 10 per cent. of wages for social 
insurance (out of a total impost on wages of 16 per cent. for this purpose). 
Che employers, too, bear the cost of accident insurance and paid holidays. 








[In its comment on this table the Ministry of Finance points out that the 
charge on industrial, commercial and agricultural employers for social security 
1 ] } 4 1 , . 
payments already largely exceeds that imposed on them by income-tax ; the 
charge amounts, in fact, to bet: 1 35 and 4o per cent. of the wage bill. It 
r¢ t ths thes rmMnil<s iven ft the bi th-rate bh farnilir allowanres 
LOLCS, UO, Lil 1mMp LV i tO LI Tthn-ra DY tamuy ailowances, 
which may double or more than double the wages of workers with large families, 
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will continue to increase the burden on the private sector of the economy, 
ding | of the new generations at the age of productive activity 
Ppclusiis 5S t P its 
Millions of Francs 
Social Ins 1946 1949 
I 1 ¢ re Rte) Oo 207,0C0 
A ) 12 ooo 
tam 1ces 
1 4 4 1gf ) 
A T ¢ 45 60 
\ | an 0 30,000 
) ) [05 ¢ 
rary -\ cations . " 24,000 
I ALS 9 159,600 619,600 
* To aged victims of currency devaluations and aged workers unentitled to the 
regular old-age pension. Most of the funds have been advanced by the Treasury 
but are theoretically repayable fr ntributions over the next ten years. 





There are also other features of the social services which arouse most 
yusiness men’s bile. The independent popularly-elected commissions or boards 
which run the social services are officially accused of having acquired the 
privileges of a private enterprise without acquiring its virtues. They are 
likened to a ‘“‘ vast bureaucracy ”’ which, while exercising the right to impose 
ind collect taxes, escapes the controls to which any Government department 
must submit—and even those lighter controls to which the nationalized enter- 
prises are gradually submitting. All that has been done so far to restrain the 
temptations of the social service boards to extravagance is to render their 
operations subject to examination, a fosieriort, by the Conseil d’Etat. The 
social security scheme is also partly responsible for the disparity between 
existing wage and price levels, and it has introduced a startling transformation 
1 the distribution of workers’ incomes. The earnings of the father of several 
dren are often now twice or thrice those of the single man doing the same job. 
Furthermore, those responsible for administering the social security scheme 
now hold liquid assets of Frs. 100 milliards and fixed assets of Frs. 50 milliards— 
and have thus become an all too powerful interest within the State. These 
milliards of francs are removed from the control of those who earn.them, and 
it is inevitable that the unions should strive to shift the weight of any part 
Mf the burden still borne by the workers on to the employers. The unions 











: } } 4 m4 . { e ~ } 4 7 o - . ~ > 
omplain, indeed, that, instead of being financed out of the profits of the 
mployers, social security has become a new burden levied on the workers, 

r direct through their contributions, or indirectly, through low wages. 


wever that may be, it is certain that social security has come to stay ; 
over the next few years, indeed, it must be expected to grow. 
In general, the more the financial problem is studied, the clearer it becomes 


A 
that costs of construction have combined with social reforms to exact a 


YT ’ ’ 


of a rh. ee x ie M4 = - sto 
rapidly increasing proportion from the national income at a time when its 
tate of growth has been unduly low and the national reserves of wealth greatly 


reduced. Th w responsibilities have been imposed on the State at a time 


— 


t 


when it is ill-equipped to deal with them, not merely because of the disorganiza- 
tion following four vears of occupation, but also because of th instability of 
government. In short, the authoritv of the State has declined just at a time 
when its authority was most needed. Three years ago M. Robert Schuman, 
then Minister of Finan e, stressed, in the “ Inventory of the Financial Situa- 
tion’, that country, though no longer at war, should submit to a disci- 








108 THE BANKER 


+ 


line analogous to that imposed by the hostilities in order reconstitute its 
capital’. He added, pointedly, that this discipline would be attained only if 
were accepted by the majority of the nation. 


The prospect of a restoration of order and sanity in the national finances 





2 t . A 
would seem distant if Ministries continue to fall like ninepins, if the people 
ntinue to oppose or evade taxation and if, with the credit of the State at a 
very low ebb, vast sums continue to be spent on economic development or 
ial reforms. Happily, however, in recent years there has been some evidence 
of a return of the discipline which M. Schuman urged upon the nation. This 
liscipline is already beginning to pay dividends as more than one index of 


economic health now shows. In the first place, the price-level to-day is pretty 
well what 1t was twelve months ago, and the valuation of gold on the fre 
market has consequently declined by some 25 per cent. In the second place 
the Government has been able to avoid all direct borrowing from the Bank of 
France, and, thanks to an improvement in the balance of trade and som 
repatriation of capital, a respectable sum in foreign exchange has been accv- 
mulated in the hands of the organization controlling it. In the third place 
a rapid growth of industrial production, combined with good harvests, has put 
an end to scarcities. And in the fourth place, budget deficits have been reduced 
to manageable proportions, and would disappear altogether if the Government 
ise fund pital issue market 

As these lines are written the Budget is again undergoing drastic revision 
the hands of the Finance Committee of the Upper Chamber, always anxious 

to stake its claim to inherit the power and prestige of the old Senate, neither 
of which it yet possesses. Should the parent body approve the slashing of 
expenditure proposed by its subsidiary, then there is a danger that the battle 


unds for its capital expenditure from the c: 






may have to be fought again in the Assembly. Since the Government is als 
threatened by the campaign for a readjustment of wages by executive order 


nding a return to the system of collective bargaining, a Bill for which is 
be said that the 1950 Budget is yet within 
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The Banks in 1949 


[i N the future statistical records of monetary history, the year 1949 seems 


likely to figure in bold type, as the year which marked the turning- point 

after a long-sustained major trend. The phase of war-generated credit 
expansion, the end of which has been prematurely expected many times in 
these past four years, appears to have exhausted itself at last. In the three 
years and four months from VJ-day to the end of 1948, the aggregate net 
deposits of the clearing banks rose by nearly £1,200 millions. In round figures, 
£700 millions of this expansion occurred during the sixteen months which 
spanned the effective phase of the Daltonian drive for cheaper money, while 
the remaining £500 millions was divided almost equally between 1947 and 1948. 
Over the past year, by contrast, the volume of deposits has on balance been 
virtually stabilized, despite the inflationary appearance of the figures on 
several occasions during the year. - December 31 last the aggregate net 
deposits of the eleven banks stood at £5,964 millions, compared with £5,913 
millions at end-1948—a rise of {51 millions (the rise in gross deposits was 
even smaller, at only just over {2 millions). To better this record it is necessary 
to go back to 1938, the last year in which there was any decline in deposits— 
by £46 millions to £2,254 millions (gross). 

' Not unnaturally, this heartening performance in 1949 has been hailed as 
a triumph of the Chancellor’s policy of disinflation. In one sense this claim is 
justifiable. In another sense, however, the virtual stability of bank deposits 
is merely a rather puzzling development, not easily reconcilable with the more 
fundamental economic trends of the year. It is surely beyond dispute that 
some degree of inflationary pressure has been present in the economy through- 
out the year, and most competent observers would probably regard it as having 
been rather greater than in 1948. In support of this view, they would point 
to the manifold pressures which culminated in the dev aluation of sterling, 
to the deteriorating trend of the budget, and to the strain imposed by increasing 
net withdrawals from ‘* small’”’ savings. 

In the first nine months of the fiscal year 1949-50, the Chancellor incurred 
an “ above-line ’’ deficit of {22 millions (before provisions for sinking fund) 
in contrast with a surplus of f272 millions in the comparable period of 1948-49, 
while his “‘ overall ’ ' de ‘ficit rose from £94 muuions to £455 millions. Side by 
side with the apparent decline in public and personal savings, there has probably 
been a further growth in the money value of casiuis investment. The volume 
of investment in fixed capital has already been officially estimated at about 
the same level as in 1948, while there has certainly been a substantial addition 
to stocks and work-in-progress in both the public and the private sectors of 
the econ 7: These sources of increased inflationary strain, arising on both 
sides of the nation's capital account, have not moreover been offset (as they 
for example, in 1947) by any large increase in the net inflow of goods 
and services from overseas. The total deficit on the external balance of pay- 
ments, though much larger in the second half of the year than in the first, is 
expected for the full year to be of about the same size as that estimated for 
1948 ({110 millions). 

Why, then, has the volume of bank deposits risen by only just over £50 
millions during 1949 whereas it rose by £231 millions in 1948 ? The paradox 
may not be fully explicable until the year’s official statistics—notably the 
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Economic Survey and the National Income White Paper—are available, but 
certain explanations can be advanced provisionally. From the monetary side, 
it is clear that the relative stability of deposits is a little deceptive. The 
flight from sterling during the two middle quarters of the year naturally 
involved considerable disturbance of overseas balances ; and the proportion, 
never large, held in the form of deposits at the commercial banks was further 
reduced. The movement generally took the form of sales of sterling by overseas 
commercial banks to their : respective monetary authorities, which had the effect 
of transferring funds from the clearing and other banks in London to the 
British monetary authorities, thereby reducing both the volume of deposits 
and the amount of “ active’ ’ floating debt held by the commercial banks, 
These movements have been only partially reversed since the devaluation : 
at a guess, the volume of deposits held by clearing banks on foreign account 
is perhaps £50 millions less now than it was twelve months ago. From the 
point of view of inflationary pressure, it is a matter of indifference whether 
idle foreign funds are held on deposit or are lent to the authorities against 
Treasury bills ; but if when such switches are taking place the total volume 
of deposits does not fall correspondingly, it means that there has been a 
simultaneous expansion in the volume of domestic deposits—and that definitely 
$s a movement having inflationary significance. 

On the budgetary side, too, it should be noted that the deterioration over 
the calendar year has almost certainly been a good deal less marked than 
that over the first nine months of the fiscal year. Owing to the unprecedented 
inflow of revenue in the last quarter of the fiscal year 1948-49, the ‘‘ above- 
line ’’ surplus for the calendar year 1949 was only about £125 millions less than 
that for the calendar year 1948, while net “ below-line’’ expenditure was 
slightly smaller in 1949 than in 1948. It is possible, moreover, that the true 
comparison was somewhat more favourable than that suggested by these 
computations from the Exchequer returns—because part of the increased 
expenditure of the autumn of 1948 was not brought into the “ above-line” 
account until the final quarter of the fiscal period. Finally, there is little 

doubt that the extra-budgetary surplus for the calendar year 1949 was appre- 
ciably larger than that for 1948 whie h included only six months of the National 
Insurance poem ). For these reasons, the statistical record of disinflationary and 
inflationary factors in 1949 may show less deterioration than might otherwise be 
expected. On the other hand, the performance of bank deposits was less 
favourable—to the extent of some 50 millions—than the published figures 
of net deposits imply. Domestic dc — may have risen by about £100 millioas. 

It is certain, however, that such adjustments as these are not sufficient in 
themselves to explain the contrast be ‘tween the credit needs of the two years. 
They help to explain why a period of continuing—though probably not large 
—inflationary pressure has not required any large expansion of the volume of 
domestic deposits ; but they do not explain why the expansion was so much 
less than in the previous year. The main explanation, it seems, must be 
sought in the different course of monetary policy in its narrower sense. The 
credit experience of 1948, and especially of the period March-September, was 
dominated by the repayment of the 3 per cent. Conversion Loan on March I 
and the simultaneous transfer (in effect out of funds borrowed by the British 
Government) of the £150 millions paid by Argentina for the purchase of the 
railwavs, these funds being gradually released to stockholders thereafter. 
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+ 


part it must also have been due to sheer force of circumstance—to the know. 


ledge that it would have been folly to try to combat so sweeping a trend in 


the gilt-edged market as that which developed in the early summer. Evidence 
f official caution was, however, discernible even before the break in the gilt. 
‘dged market—notably in the decision, announced in the Budget speech, not 
» redeem the 1949-51 National War Bonds on their earliest redemption date 
(August 1, 1949) and, soon afterwards, in the restraint shown in fixing the 
terms of the Gas stock issue—despite the boomlet which had developed in the 
market. More recently, the new-found desire of the authorities to pursue a 


estrained and “ neutral’’ policy has been indicated by the means adopted 
for the conversion of the 1? per cent. Exchequer bonds which mature in a 
fortnight’s time. The choice in this case of a 2} per cent. five-year stock as 
the conversion medium clearly indicated a determination to avoid either 
eedless credit creation or any undue disturbance of the market. 

[f due weight is given to such indications as these, it seems reasonable to 
conclude that the dominant explanation of the contrasting credit experience 
between 1948 and 1949 is that in the past year the authorities were prepared 

TABLE I] 
CLEARING BANK LIABILITIES 


{ millions 





DEPosItTs * - ———————. ACCEPTANCES 
Chang [ncrease Et 
itl uM 19 { 48 49 1949 since 1938 1948 1949 
0 
Barclays 429.3 1236.6 1262.8 1254.4 0.7 192 47-8 47.4 
Llovds 391.9 ) » 2322.6 1 ».9 ) 189 56.6 67 
Midland 408 .3 251 318.3 21.0 0.2 182 62.9 56.7 
Nat. Provincial 305.3 754-4 -o8.1 ey 154 20.3 25.7 
Wes nster 348.4 V1.9 837.3 ) oe 132 29.9 31.1 
Martins 99.1 t.0 288.2 -s 5.8 205 23.0 21.5 
District : 82.1 2.4 225.6 231.3 2.5 182 6.7 - 
W. Deacon's ee 10 119.9 I y ».8 217 2.8 
( lyn Mills 32.4 03-9 75-0 ) 2.7 I 30 0.9 6.t 
Coutts 23.0 49.0 2 2.5 120 1.6 1.6 
National ‘ 36.7 70.4 9% .2 1.8 0.8 96 x. 0.9 
* Excluding balances from subsidiaries and excluding profit carried forward 
+ Weekly averages for December. 


0 countenance—or at least to refrain from resisting—a sharp fall in gilt-edged, 
whereas in the previous year they had not even the courage to resist an irrational 
rise. In consequence, for the past twelve months the banking system has been 
feeling the full force of the disinflationary budget policy—such as it is—whereas 
in 1948 the impact was being cushioned by the laxity of monetary technique. 

This interpretation of the two years finds some confirmation if the move- 
ment of deposits is examined by quarterly periods. In the first quarter of 

1949 net bank deposits contracted by no less than {£292 millions, or by some 
{220 millions more than the similar movement in 1948—a difference approx 
mately corresponding to the credit creation involved in the special operations 
of early 1948. By contrast, during the second quarter of 1949, when the 
deficit on the external balance of payments was presumably still running at 
much below its corresponding 1948 level, the net creation of credit (£106 
millions) was nearly £40 millions larger than in the second quarter of 1948 
During the second half of the year, however, net credit creation at £177 millions 
was exactly the same as that in the second half of 1948. In other words, 
the improvement in the trend of deposits by comparison with 1948 occurred 
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in the first quarter of the year only. On the assumption that monetary policy 
was “ neutral '', and therefore was not arbitrarily distorting the pattern, the 
igures are in fact consistent with other evidence that, after the early months 
> year, there was a growing inflationary pressure. This was revealed in 
the deterioration in the behaviour of bank deposits in the second quarter of 
the year, but was not thereafter reflected in the banking figures because of 
the relief then being afforded to the domestic economy by the sharp rise in 
the deficit on the external balance of payments. 

Before turning from these wider aspects of the year’s banking trends to 
their implications for the banks themselves, there is one other distinctive 
Tasie III 
MAIN EARNING ASSETS 


q y 1] y ) 
# mullions) 


( 





_ —— INVESTMENTS* ————-—, c~———— ADVANCES {| ————- +> 
Chang: Change 
Dec. 31 19382 1948 1949 1” 1949 19338; 1948 1949 in 1949 
“/o “Yo 
98.4 291.8 302.8 3.8 197.6 284.7 290.1 4.0 
109.9 274-7 273-4 - 0.4 103.5 220.1 271.2 r I9.9 
122.0 289.2 289.5 + O.! 207.4 310.5 S63 6.6 
i 84.0 144.0 157-0 9.0 139-4 190.2 230.1 r 27.9 
112.2 223.1 224.6 + 0.7 133.4 165.2 [90.1 FS..2 
35.1 69.0 75.1 §.8 43-5 65.1 63.7 5-5 
29.3 68.1 733 + 4.7 35.1 44.8 45.0 r.o 
11.6 35-4 55.3 0.8 14.4 20.9 24.8 18.7 
10.7 21.9 20.4 -~ 6.8 9.6 3.3 13.8 3-7 
7.6 18.8 19.4 a. 9.3 $.7 10.9 + 12.4 
: 54.2 31.9 31.6 - 0.9 7.1 21.6 2n:9 + 2g 
Trade ’’ investments, etc. + Excluding balances with, or loans to, subsidiaries. 
t Weekly averages for December. 
TABLE IV 
LIQUID ASSETS 
(£ millions) 

Cash Ratio* Call Money Discounts T.D.R.s 

At jI 1948 1949 1948 1949 1948 1949 1948 1949 
( 0 
Jar s 8.33 &.78 78.7 85.8 167.1 260.8 302.0 171.5 
7.42 8.22 89.6 112.0 135-5 195.2 253.0 140.5 
BS . 2 a. 3 ot 2 54.2 212.9 320.1 307-5 170.5 
a! §.62 8.79 7t.3 82.6 82.6 29:4 175.0 98.5 
7-44 6.9 52.7 $7.6 79.2 102.4 202.5 110.5 
8.55 8.50 27.0 “t.3 29.3 47.5 64.0 38.5 
8.47 8.5 } 15.7 22:9 43-4 50.5 31.0 
8.59 8.65 10.9 lA. 6.3 II.2 25-5 10.5 
¥.08 S «37 ; 23:2 2.6 3-8 10.0 5.0 
D. 32 5.32 10.7 10.2 1.5 1.5 6.90 4.0 
av 8.58 7.99 Ir.5f rs.74 37% 0.9 1.0 0.5 
lly computed, i.e. based on deposits as defined for purposes of the monthly statements 
’ bills included with call money + Including £825,000 of Irish Exchequer Bills. 





feature which deserves emphasis. The year 1949 is notable as the first to 


‘oniorm unmistakably to the pattern which many bankers had been expecting 
ever since the end of the war : rising demands for bank advances were financed 
not by creation of new credit but by funds released by a net repayment of 
Government indebtedness. There was, it is true, also a net repayment in the 
year 1947 ; but then the amount was small and the fact that it occurred at 


all in such a phase of rampant inflation was merely a reflection of the profligate 
tate of Government borrowing abroad. In 1948 the sharp contraction in 


extemal sources of finance was accompanied, despite the disinflationary policy, 
by a resumption of net borrowing by the Government from the banks—bor- 
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This experience, of course, has to be measured by reference not to the 


net changes shown by balance sheet items at the year-end but by the differences 
between their average bowels through rut ¢ ach of the two years. These averages 
are compared in the second half of Table V, from which it will be seen that 


in 1949 the banks had the full benefit of the large credit creation of earlier 


years, and were employing during the year a record volume of resources, 
Moreover, a larger proportion was employed in the most remunerative channels 


Advances, despite their slower growth, averaged during the year some 9 per 


cent. more than in 1948, and their average ratio to deposits rose from 22.4 
per cent. to rather more than 24 per cent. Simultaneously, the average level 
of investment portfolios rose by a further £26 millions. A small part of the 
gain from these increases in “ earning assets was, however, offset by the 
decline in other assets and especially by the effects of the Treasury’s switch 
from T.D.R.s to bills (since the latter yield } per cent. less). The average rate 


TABLE VII 
BIG FIVE PROFIT COMPARISONS 

( inge 

1Q45 pif 47 19g4e i4 nN 194 

f { 

if I I {oO 4 0,4 ( Ry I )»,04 SOO 279 Oo 
Lloyds ; 1,629.95 1,533,178 1,635,612 1,674,329 1,709,276 2.0 
Midlar ‘ 2,0 274 87,145 2,002,57¢ 2,025,728 2,006,414 1. 
Nat. Provincial 1,350,025 1,331 1,347,920 1,353,30 1,413,126 $2 
Westminster 1,405,592 1,306,622 1,391,076 1,431,532 1,400,557 + 2. 
5 > 444 944,422 5,014,593 ©,394,919 M4550 52 + 0.7 


earned on advances probably differed little from that for 1948, but, in general, 
there was some slackening of the pressure on the banks to reduce their rates 
[t should be noted, however, that advances to the public sector are much less 
remunerative than the general run of business with the private sector. A 
significant source of earnings which cannot be gauged from scrutiny of the 
balance sheets is that which flows from the “ foreign departments ”’ of the 
banks, which have certainly made a valuable contribution in 1949—thanks 
| artly to the fact that the banks have en joyed the first full year’s effect of the 
new agreed scale of charges which came into effect in April, 1948. 

The probably substantial expansion in gross earnings which these favourabk 
influe 4. es suggest has to be set beside the continuous rise in all categories of 
expenditure on administration, premises and staff. The cost-of-living cash 
payments to staff this year amounted to 15 per cent. of basic salaries, while 
the total bill for salaries and pensions is now being swollen year by year by 
the familiar “ bulge” in age-distribution which is causing the banks so much 
concern. The main burden from this source, however, has still to be shouldered. 
So far as 1949 is concerned, there is no doubt that, if the factor of investment 
depreciation is ignored, the banks « nj yed a satisfactory ne et —_ despite the 
fact that new provisions for bad and doubtful debts have been rising and ar 
no longer outweighed—as in some earlier post-war years in recoveries from 
provisions made in the past. 


The experience of the discount market will, as last year, be surveyed in 
detail in a later issue when the accounts due to be published during the next 
few months are available; but the profit state ments and balance sheets of the 
‘ Big Three ’’ companies are summarized in a table which appears on page 139. 
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‘Tenses in Belgium 


By Gavin Gordon 


T is plain for all to see that the present condition of Belgium is transitional. 

It is less clear, however, in which direction the transition is taking the 

country—whether belgium is fighting a losing battle against recession or 
whether she is merely in the process of establishing her post-war prosperity 
ona more permanent footing. For the present, the general conjuncture is poor, 
and the various changes introduced by the new Government have thrown an 
uncomfortably bright light on many of the difficulties. This, however, is an 
inevitable consequence of any realistic change of policy, and it by no means 
follows that the tendency is downhill. 

After the rather hectic period which followed the war, a fundamental 
change in economic conditions was already noticeable by the end of 1947. 
The period of over-employment, of rising prices and more equal income 
distribution, was coming to an end, and the growth of unemployment continued 
through 1948. It was fashionable at this time to attribute Belgium’s economic 
difficulties to the fact that other countries were buying less Belgian goods 
than they had contracted to buy in the trade agreements they had made 
with her. in fact, the difficulties were a sign that Belgian export trades had 
prospered only so long as they were producing for scarcity markets ; by 1948 
it was growing obvious that this advantage would before k my confine itself to 
the metal industries—especially to steel. 

The onset of the buyer’s market accounted for Belgium’s anxiety, in the 
early days of the Intra-European Payments Scheme, to ensure that the drawing 
rights which she was to grant to other countries should be utilizable “‘ within 
the framework of her trade agreements’”’ with the countries concerned. It 
was hoped, by this means, to prevent these drawing rights from exerting 
undue pressure, and perhaps imposing unmeetable demands, upon the metal 
industries. In spite of these efforts such pressure did develop, and the metal 
trades bore the brunt of the export boom in the early months of 1949. For 
the first time since the abnormal year of 1939, Belgium began to have an 
export surplus, a surplus stn, sh lue, of course, to the exports financed by her 
grant of drawing rights under » Intra-! Surope an Payments Scheme. This 
boom, however, did not take a he slack which was left in the country’s 
economic system ; _ although exports grew better and better, unemployment 
crew prog ressively wors\ 

For the E.R.P. year which began in July, 1949, Belgium was called upon 
for an increased grant of drawing Gort since it was expected that her trading 
surplus wit! 1 OE .E.C. nations would be materially larger than in 1948-49. 
The basis of t this expectation is not wholly clear. Even in the summer of 1949 
part of the increase in her foreign currency reserves was due to the fact that 
theoretically non-transferable sterling was leaking through to her from transfer- 
able account — 5; the developing disintegration of the export boom 
was beginning to be ay sarpayt before many months of 1949 had passed. The 
saleability of Belgian steel in the United States market, to which ready access 
had been discovered during the preceding autumn, did not outlive the spring 
of 1949. Sales to the Argentine market fell to almost nothing, and as early 
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drive against unemployment. Moreover, the trading banks are now entitled 

to hold five-year bonds, including the new issue, for a substantial part of the 

cover for their liabilities required by law ; and, though the new arrangement 

supports the market for medium-term bonds, it diminishes the market's 
ppetite for Treasury short-term paper. 

The banks, under the new regulations, have a slightly, but not greatly 
increased margin for an enlargement of credit. The effect of this, as of the 
small reduction in the bank rate, is being very carefully watched, as Belgium 
is living in fear of a large-scale outward movement of hot money. In the past 
three years, the strong position of the Belgian franc has made Belgium the 
depository of much refugee capital, and it was largely the desirability of 
preventing any undue outward movement which made Beigium devalue with 
the rest of Western Europe in September last—she was in no position to have 
it bruited around that her currency was overs valued. So far, it does not appear 
that there has been anv large withdrawal, but the future course of the hot 
money inflow—or outflow—may be a function both of money rates and of 
confidence. The connecting factor between the two is the level of sz avings 
and the extent to which it will carry the proposed policy of investment con- 
sistently with the anti-inflationary attitude which has made the franc a hard 
currency. The barometer is the price level, which has so far successfully 
maintained the declining tendency that was already in cvidence before the 
devaluation of sterling. This is partly due to the large proportion rm _— 
imports which is drawn from countries who devalued by the full 3 r cent. 

-notably butter from Holland and meat and cattle from instal hence 
there has been a decline in internal prices for these commodities to the detn- 
ment of inflated, but already falling, Belgian farm incomes. The downward 
trend has gn » be irtly due to a freezing order on stocks of merchandise 
which has so far prev nted the higher prices of metals and dollar imports 
from being effectively passed on to the consumer. 

This is a phase of economic transition which contains many uncertainties 
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in tl ield of nat iS 1n il aifairs Ch fects OL the world 
wide re-alignment of exch re not yet fully defined, and in the mean- 
time the efforts to estabhi Benelux and the Finebel u s call for 
action on Belgium’s side. gians a that the Benelux union should 
call for a unified credit policy, « ~p towards which is cheaper money i 
Belgium and dearer money in the Netherlands. They do not agree, however, 
that this alignment of credit policies should be a landmark on the road which 
will carry Belgian capital into the Netherlands to redress the trade balance 
between the two countries. Belgium does not consider that she has capital, from 
her own savings or from refugee balances, to spare to finance industrial expan- 
sion outside her owr borders; indeed, the credits she has been c tabeadiaad to 


srant as a condition of the current year’s drawing rights have been criticized 
on just this basis. The problem of opening the Dutch frontier to Belgian and 
Luxembourg steel was overcome at the cost of promising supplies at t 

domestic, instead of at the higher export, price. This leaves Be leium with the 
problem of acce ‘ting Dutch butter at Dutch prices, and with 1 the still more 


he 


intractable problem of finding some means to adjust the taxe de trai: usmiss ton 
into harmony with the equivale nt Dutch tax. Be view of the r elit placed 
on this tax for budgetary purposes, it is « sult to envisage a oltelauial 


lowering of this tax unless Belgium is pcp to ee ase the level of her direct 
taxation. This is not only contrary to the declared policy of M. Liebaert ; it 
is also contrary to the tax-pay ing habits of the Belgian people 

The Finebel discussions are still at an early stage. In view of the internal 
difficulties with which Belgium is faced, it may be found that the disparity of 
economic strength between her and “de is less marked than the French 
apparently believe. It may indeed turn out that it will not be Belgium’s 
position which will be the determining factor. In the meantime, however, her 
arrangements with Switzerland postulate the removal of quota restrictions 
from most trade between the two countries, and allow the exchange rate to be 
settled by supply and demand in the market, with the Belgian franc-U.S. 
dollar rate as the eventual corrective factor. This change from the previous 
restrictive regime may seem at first sight a bold move for Belgium to take in 
her relations with a country with whom she now has an adverse balance of 
payments. On the other hand, manoeuvres since last March have been designed 

0 allow the Belgian franc to devalue against the Swiss ; this devaluation is 
now a fait accompli, and it may be that the new rate will approximately redress 
the balance. 

Against the difficult background of present economic conditions, the whole 
of Belgium’s international effort is directed towards greater freedom of trade 
and greater currency convertibility 7” is to her credit that she |} 
resisted the temptation to resort to autarky, although some traces of this were 
discernible in the announcement ‘oy M. Duvi usart, Minister for neoms mie 
Affairs, that coal imports are to be restricted to the barest minimum. Wh 
this tendency towards autarky wi!l grow, and if so whether it will result nas 
— ns in other countries or from any shortcoming in Belgium s OW 








+, 


mpetitive capacity, time alone can show. The main question facing Belgium 
at the moment is that of bringing savings and investment into equilibrium at 


the level of full—but not overfull —employ ment. If she succeeds in this, her 
external problems will be less difficult to solve. 
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iy from dollar a wards Europe, with which some of the 

f ) unning a surplus 
xs he ¢ of checking the rampant inilation ? Two 
5 \ suished va ies nalady are raging in Latin America 
tries wl > p lucts are still enjoying a booming 
market abi 1 (such as Venezuela) the incomes generated by the export 
trade are driving up int i prices (especially of real estate) and wages 
(especially for services) to fantastic heights—the inflation is growing daily as 
demand continues to increase in the face of inelastic supply. In those « runtries, 
n the ot hand, where the « ing bubble has been pricked, imports have 
1ad to | tri 1 yet the h ‘omes and wages enjoyed during the boom 
persist ; inf! mn is t I t1 creasing because the supply of imported 
goods continues to decline in the face of still inflated demand. This second 
(or import-surplus) type of inflation 1s, of course, much more dangerous than 


the first (or export-surplus) type since it carries with it heavy pressure on the 
exchange rate. Undortusately. outright depreciation of the exchange rate 
(which would lead to an increase in the intern il price of essentials and therefore 
one of the things which most Latin American Govern- 
ments will not willingly face ; they fall back in consequence on more and 
complex systems of differ ntial exchange rates. As the chairman of the 
1k of London and South America pointed out at the end of last year, these 
differential exchange systems can at most easily understood if they are con- 
ceived in terms of tariff imposts and export subsidies. If, for suai the 
present Argentine “ basic import rate" of 17.04 pesos to the { be taken asa 
> mean rate, that country at present has an intern ally-impose »d subsidy 
of up to 38 per cent. on imports of coal, oil and other essential products, an 
export subsidy of up to 18 per cent. on manufactured exports, a subsidy of 
48 per cent. given to new foreign investors in the country (and a tax of 48 
per cent. levied on each year’s profits as foreigners withdraw them), and a 
tariff impost of up to 82 per cent. (on the basis of the latest exchange auction) 
on inessential imports from abroad. It is, of course, quite impossible for any 
untry with a prepos terously shifting exchange structure of this sort to 





ne 1% » dar 1.) 3 
to new wage aemands}) is 





pons » any approach towards equilibrium in its trading relationships with the 
outside world. 

Although the harm done to trade by these practices is generally realized, 
however, it is not always stressed that it is essential for all Latin American 
states to grasp the nettle of disinflationary control not only because of the 
harm done by excess demand to their balance of payments on current account 
but also because of the disincentive effect of continuing inflation on American 
concerns considering investment in these countries. It cannot be too strongly 
emphasized that in these developing countries the Keynesian eh neo sis that 
high incomes generate high investment is, generaily speaking, quite untrue. 
Private American capital does not usually flow towards a Latin American 
republic to take advantage of a high level of local prices and purchasing x power. 
It goes south to set up industries which will export their products back to the 
United States, and the bait which lures it to one land rather than to another 
is made up of some such stimulant as cheap labour (relative to efficiency), low 
prices, equitable taxation, financial sté bility and the promise of (by Latin 


. i la 


American standards) a quiet political life. In the hurly-burly of the post-war 
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inflation, these conditions have not obtained in many Latin American republics, 
and their absence has led to a most disappointing investment inflow. 
According to Department of Commerce returns, new direct private invest- 
nent by United States interests in all foreign countries amounted to some 
$650 millions net in both 1947 and 1948. Although these figures were the 
highest recorded since 1928, the totals involved are frankly disappointing. 
The countries of Latin America have, of course, received the lion’s share oi 


this new private investment (about $408 millions in 1947), but nearly 70 per 
cent. of what they have received has been directed towards petroleum or 
mining companies. A significant proportion of the rest has been on'y “ notional” 
cavesti at, including transfer of United States shipping to the Panamanian 


In the absence of the hoped-for inflow of private funds, many Latin 
Americans now pin their hopes on United States Government investment 
under President Truman’s “‘ Point Four’’, and on accommodation from the 
Export-Import Bank and the International Bank. The recent Abbink mission 
to Brazil is expected to provide the prototype for “ Point Four ” aid, although 
it cannot be said that the funds set aside by Congress for the financing of such 
programmes are sufficient to satisfy the wild hopes originally entertained. 
The Export-[mport Bank lent more than $150 millions to Latin America 
between 1946 and 1948, but the International Bank is only now entering the 
field in earnest. Until September, 1948, the only loan made to Latin America 
by the International Bank was a $16 million loan to Chile, but in the 
following year loans to a total value of some $110 millions were made to 
Mexico and Brazil and applications from Colombia and El Salvador are under- 
stood to be still under consideration The advantage of investment of this 
kind is, of course, that it can be directed towards projects designed to instil a 
greater degree of balance into the economy of these countries and not simply 
towards those projects which offer the most immediate monetary returns. 
The same advantages also apply to investments sponsored by Mr. Rockefeller’s 
Basic Economy Corporation in Venezuela and Brazil. In the long run the 
agricultural projects sponsored by this Corporation should bring advantages 
to other investors in Latin America since more dollars will become available 
0 honouring external interest payments if these countries have to spend 
less of their accumulated reserves on essential food imports in times of slump. 
Any summary of these conflicting tendencies must necessarily be hedged 
with qualifications, but it is possible to argue that those who are now inclined 
to write Latin America off as a perennial dollar deficit area are being unduly 
pessimistic. Over the course of the next twenty years it will be disappointing 
if net private and public dollar investment in Latin America does not at least 
equal the 1947 figure of just over $400 millions. Latin America’s net invisible 
deficit on current account amounted to $387 millions in 1947* and there is no 
reason why this should expand considerably in the future (especially if 
the hoped-for upsurge in tourist income outweighs the increase in dollar 
profit and interest remittances due). This means that Latin America could 
still become a dollar-surplus area in years of United States boom if only the 
pre-war proportion of imports from Europe were restored. 
What ar the prospects of an expansion of oa —and especially 


British—exports to Latin America? At this stage it will be best to drop the 
reactance: emt Macnee ccdeeeesettin snd in Rae cclsne.. Raced con:. Mina 


* See International Monetary Fund’s “‘ Balance of Payments Yearbook ”’ for that year. 
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Britain's trading relations with countries in the first group—and most of the 
observations made below about Britain’s relations with countries in the third 
group—therefore apply to these “ intermediate ’ countries as well. 

Finally, the third sub-heading covers those countries farther south whose 
trade is not entirely restricted to the United States and who can thus be 
included in the group with which bilateral bargaining becomes possible. Of 
these countries Brazil has not devalued, Peru has set its exchange rate free 
(and therefore officially devalued by nearly 50 per cent.) and Argentina, 
Chile, Uruguay and Paraguay have adjusted differential exchange systems. A 
measure of transferability of sterling for current transactions between these 
countries is at present permitted after administrative scrutiny—and much 
more goes on under the rose. The real danger of the present system is, however, 
that, if any post-devaluation switch in imports by these countries from 
American to British goods should allow some of them to return to their 
traditional boom-time enjoyment of a net dollar surplus with some promise 
of a sterling deficit, then the techniques of bilateral bargaining, once taught, 
might be hard for them to unlearn. 

Under a free market, freight charges from New York are high enough to 
make it possible for Britain to wadieveell America in some new lines and—pro- 
vided the web of import restrictions in these countries can be hacked through 
—the prospects for British exports in these markets are bright. All the 
diplomacy which Britain can command should be devoted to the task of 
breaking down restrictions to freer trade and to encouraging some local revision 
of the unwise financial policies to which these restrictions owe their birth. 

It would be wrong to end this article, however, by leaving the impression 
that hard currencies are to be had for the asking in Latin America. Even if the 
recession in United States demand for raw materials is not repeated this 
spring, each republic will still guard its dollars jealously until it is convinced 
that sterling goods are a better bargain than dollar goods are. In the end 
devaluation should work some slow effect, but there are several immediate 
steps which should be taken while the market is still in a fluid state. Two 
typical instances can be cited here. First, it is obvious to anyone who has 
posed this part of the world that British selling activities in the smaller 

arkets are hopelessly patchy and unco-ordinated. “lf the new device of Trade 
Consuls has any success in the United States it may be found that such a 
technique has even more possibilities in areas such as these than in the mass 
markets of the Middle West. Secondly, there is still an unsatisfied demand in 
most Latin American countries for trained engineers, artisans and technicians 
of all sorts. The salary prospects are usually good, but security of tenure is 
non-existent. The Government might well find it worth while to set up some 
sort of recruiting agency, which would carry with it obligations of resettlement 
and perhaps even pension rights, to serve these markets, together with those 
of other developing areas within and without the Commonwealth. In any 
event, if these potential dollar pools are to be tapped, it is along such lines as 
these, rather than in any attempts to chart out new bilateral channels of 
trade, that the planners could give help to British merchant adventurers, as 
they set out once more to storm the territories which border the erstwhile 
Spanish Main. The treasure to be fought for is no less enticing than it was in 
those romantic days. 
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International Banking Review* 


Australia 


HE directors of the Union Bank of Australia have announced the raising 
of the | ) the transfer of shares from the London to the Australian 
register. The restriction on transfers from the New Zealand to the Australian 
register is being removed. The ban was imposed in 1947, when the Federal 
Government Was planning to nationalize the Australian commercial banking 
system. 
’ Mr. A. W. Fadden, the Federal Treasurer, has announced that Government 
control of capital issues has been lifted. Pending repeal of the control regulations, 
Treasury approval will be given automatically to applications for consent to new 
capital issues 
Brazil 
President Dutra has sent a message to Congress proposing the inclusion of 
profits among the items exempted from the 5 per cent. tax on permitted remittances 
of funds abroad. When the remittance tax was imposed in 1947, remittances of 
funds for the repatriation of foreign capital invested in Brazil, as well as interest 


and dividend payments, were exempted, but the exchange control authoriti: 
have continued to collect the tax wherever remittances referred specifically to 
profits. The abolition of this charge is intended as a further step in the creation of 
an atmosphere favourabl] vestment of foreign capital in Brazil. 


British Honduras 


The British Honduras dollar, which was not devalued in terms of the dolla: 





when other Commonwealth currencies were devalued in September, 1949, was 
devalued by 30 per cent. at the beginning of 1950. It has thus resumed its forme: 
parity of $4.00 to the £ sterling. The Governor has stated that devaluation was 
necessary to p the colony’s interests, explaining that lack of confidence 


in the stability of the currency was injuring trade and giving rise to a flight of 
capital from the « 
British West Africa 
The report of the West African Currency Board for the year to June 30, 1949 


shows an increase of {20.1 millions to (67.7 millions in the amount of the Board’s 
currency in circulation. The increased demand for notes accounted for £14.5 





millions of the movement, the bal being explained by the wider use of th: 
Board’s coin. The big increase in currency circulation was explained largely by the 





expansion in the production of staple products and the all-round advance in prices 
in West Africa. The sterling derived from the sale of the Board’s currency was 
used mostly to add to security holdings, the nominal value of additional securities 
acquired during the year being £17.8 millions. 


Canada 
The Minister of Finance has announced that by the end of 1949 the Dominion’s 
reserve of gold and U.S. dollars had recovered to $1,117 millions, against $998 
millions at the end of 1948. 
Arrangements have been made with the United Kingdom to include bacon 
in the British list of purchases of Canadian goods in 1950 without involving the 








+ 


Other current international banking news is discussed in ‘‘A Banker’s Diary’, on pages 77-32 
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nit Kingdom in additional dollar expenditure. Delivery of some $17.5 } re 
nillions of wheat due to be sent to Britain under the 1949-50 contract will be D 


ostponed until the crop year 1950-51. This sum will be used instead for the in 
irchase of 60 million pounds of bacon. Since the Canadian Government js _ | o7 


1 


ue to pay $19.6 millions to the packers for this bacon, it will shoulder a loss of 
$2.1 millions on the deal. . 


Chile 
[t has been ofiicially announced that since the middle of 1949 exchange policy 
as been tightened to reduce the proportion of total imports coming from the | 
lollar area; this p: rtion declined from two-thirds in the first half of 1949 to | 
ne-third in the second half of the year. It is also announced that barter operations 
assist the export of agricultural products which could not otherwise compete 
in overseas markets have been found to be unsatisfactory owing to the confusion 
aused by multiple exchange rates and to the fact that compensatory imports 
ere not always needed in Chile such operations have therefore been abandoned 
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reform, however, fails to meet all the criticisms advanced against the old form oi 
presentation. In particular, the return is still criticized as giving insufficient 
inform: ition on the volume of indirect advances to the Treasury, including credits 
eranted to nationalized enterprises. 

[The Swiss Bank Corporation and the Credit Suisse have granted the French 


} 


railways a joint credit of Swiss Frs. 250 millions for a period of five years. 


Germany 

Allied monetary regulations have been moditied to permit the Federal Govern- 
nent to increase its borrowings on short term from the Bank of the German States. 
[he previous ceiling of Dm. 560 millions has been raised to Dm. 1,000 millions. 
\ further increase to Dm. 1,500 millions may be made if approved by 75 per cent. 
§ the members of the Board of the Bank. The Bank of the German States has 
iso been granted permission to undertake open market operations in Treasury 
bills, fixed-interest bearing securities and registered debt of the Federal Govern- 

t the former Bizonal Administration. In future it will also be allowed to 
ngage in foreign exchange business, including the purchase of first-class foreign 





bank paper 
Dr. Adenauer, the Chancellor of Western Germany, has appealed to the 
lccupation authorities to allow foreign capital into Germany and to permit 
Germany to settk the problem of pre-war debts. The Chancellor maintained that 
rave situation was lable to arise unless foreign credits were forthcoming for 


+ 


For pre-war debts he advocated re ypscsing varying according 
the type of creditor, but denied that Germany had any intention of adopting 





y of wholesale repudiation. 
The Finance Minister, Dr. Schaeffer, has estimated that the total tax burden on 





West German taxpayers — the current year will amount to about Dm. 25,000 
illions. He has proposed a lowering of up to 27 per cent. in income tax rates 
tor the higher income proups in order “‘ to maintain the productive capacity oi 
the German economy and the morale and viability of the taxpayer ”’ 


Indonesia 


The Indonesian [inance Minister has stated that the “ rupiah’’’ currency 
tes circulating in territories formerly under the control of the Republican 
Government will be regarded as legal tender at a rate of exchange to be determined 


by the Government. In future, notes issued by the new Government will rank as 


gal tender thems yut Indonesia 


Italy 


ernment is reported to have decided to ease the credit restrictions 
vhich have been a feature of its deflationary policy since 1947. One of the main 
langes will be a reduction in the percentage of deposits which the banks are 
equired to hold in bonds or in accounts with the Bank of Italy. It is estimated 
that the change will release as much as 30,000 million lire for financing investment 
projects. 

Talks with the United Kingdom have resulted in an agreement to extend the 
Anglo-Italian Payments Agreement of November, 1948, until the end of June, 
i950. This means that Italy will continue to enforce the official sterlir g-dollat 
parity of 2.80 in all transactions involving sterling. It has also been decided to 
Xeep existing trade arrangements in operation until mid-1950. 
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1 t beginning of 1950. Steps have also 
foreign exchange system to th Japanese 
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Netherlands 


eee ee, ee mee 1, oe, ere hd 
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use of accumulated sterling to payments for direct current transactions only. The 
nev rangements are designed to put an end to triangular deals in sterling ar 

ommodities based on the u f the transferable account facilities which wer 
sulting in loss of gold and dollars the sterling area pool. The Netherland 
Bank, at t! equest of the Bank of | land, has asked Dutch banks to 1 lu 
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nds in the country teri payments. A mission from the International 


Monetary Fund has i ing the situation at the Government's request. 


South Africa 
Under an agreement between the British and South African Governments 
th Africa has undertaken to pay in gold for all essential imports (i.e. covered 


by a South African ‘Universal’ licence) from Britain and other sterling are 
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As holdings of non-dollar foreign exchange have increased, the Government 
has announced its intention to issue more import permits for goods originating in 
soft currency countries. Further intermediate permits are being issued for imports 


of raw materials, consumable stores and maintenance spares for industries which 


ountries, irrespectiy ot the size of South Africa’s own sterling balances. 





are not covered by the global allocation system. 
The Finance Minister, Mr. Havenga, has asserted that gold mining and farming 


st | rotected against injury caused by the development of secondary in- 
justries. The Minister stated that secondary industries were in a favourable 
position and that overseas interests were providing capital for their development. 
Although this was welcome, it was essential that no new industries were established 
to the detriment of gold mining and farming. Labour and raw material require- 
ments, in particular, would have to be studied before new industries were allowed 


y star 
Th } } } ¢ + I? e }2. } } : 1 — } 4 . 
The id hold Ss Of the NWeserve Hank have D n revalue a on the basis of 

the post-devaluation gold price of 248s. per fine ounce. This has had the effect of 


raising th ited value of the bank’s reserves from £31 millions to about £45 
millions. The profit has been utilized to strengthen Government deposits with the 


bank pending its eventual employment in reducing Reserve Bank loans to the 


Sweden 


Budget estimates for the fiscal year 1950-51 provide for a revenue surplus of 
Kr. 462 millions, as against Kr. 769 millions in 1949-50. Revenue is expected to 
rise by Kr. 65 millions to Kr. 5,139 millions, while expenditure is expected to 


wcrea Kr. 372 millions to Kr. 4,677 millions. In addition, the Government 
budgeting for capital expenditure during the vear of Kr. 529 millions. 
In ] nion ’’, President 


to investment 
- of independent 
produc tion, th ; 
inder the control 


it economic group To avoid this, monopoly would have to be 





ured of the 

edit ar tal needed to compete in a system of free enterprise. The President 

then the anti-monopoly laws, 
to assist small business and to encourage the growth of new enterprises. 

In his annual economic message to Congress, the President expressed concern 

he f ness investment in capital equipment and plant during 

» believed the prospects for full recovery and continued 

‘endangered if this trend continued. 

fiscal year beginning on July 1 next submitted by 

vide for total expenditure of $42,439 millions, against 

Receipt 306 millions, against $37,763 

I n vin 1 deficit of $5,133 millions, against $5,534 millions. 

The President indicated that he would recommend tax changes to bring in 


idditional revenue which voull provide a solid basis for moving towards 


curbed and independent enterprise assisted so that 1t would be as 


foreshadows the introduction of tegisiation to stren 
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budgetary balance in the next few years”. 

The Import Advisory Committee has prepared a report recommending a com- 
prehensive programme of customs reform to include both legislative and administra- 
tive changes. The recommendations do not affect the level of tariff duties, but 
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are intended te iplify existing customs practices. The main changes advised 
include the overhaul of the present method of valuation by substituting export 
value for foreign value, a definite method of classification for imported goods, a 


time limit on appraisement, reliance on exchange rates approved by the Inter- 
ed } ' 


national Monetary Fund instead of the so-called mint par values and th 
elaxation of the Anti-Dumping Act. 


Uruguay 


been signed with the United Kingdom. In the fiy 





years to June 30, 1954, Uruguay has undertaken to ship at least 40,000 tons of 


chilled and frozen meat and offals each year and has expressed her intention of 








trying to increase shipments to 60,000 tons. Britain has agreed to accept deliveries 
up to a total of 100,000 tons per annum of meat and offals and 12,500 tons of tinned 
meat. During the first year of the agreement a price of {97.536 sterling per ton 
will be paid for meat shipments. Discussions to determine the price to be paid in 
subsequent years will take place annually 
Exchange control regulations governing the payment of freight on imported 
goods have been revised. The exchange rates applicable to the payment of freight 
will in future always be the same as those applicable to the freight itself. 
Yugoslavia 
\ trade agreement concluded with the United Kingdom provides for an 
exchange of goods between the two countries to a value of {100 millions in each 
jirection over the five years to December 31, 1954. The value of trade exchanges 
in the first year of the agreement is estimated at £16 millions. The British 
tuthorities have agreed to lend {8 millions to Yugoslavia for a six-year period so 
that Yugoslavia will be able to pl orders for sterling area goods in the interval 
before she begins to earn sterling from her exports. The British authorities, in 
idition to making available the Treasury loan, have agreed to consider short-term 
redit guarantees to facilitate an expansion in Yugoslav purchases of sterling 
( 1y1¢ Ss 





A second agreement provides that the payment of £4.5 millions, agreed « 


last year as the compensation due to former British owners of properties 


nationalized by the Yugoslav Government, shall be completed by the end of 1957. 


As £450,000 was paid in 1949, this entails annual instalments of £506,000 over the 


Publications Received 











Pr t l mp led { lhe Investor Chi l . This isa ost 
welcome addition to the literature on investment, and promises to become the standard wor 
Written by the statf of The /nvest Chronicle and its contributors, and founded upon its valuabl 

eekly series of articles for the small investor, it presents a lucid staternent of first princip 


and, with equal lucidity, also of many more advanced ones); gives an up-to-date and practical 
markets; sets forth the principles for appraising the investment 
urities and other media (including unit trusts, building societies, 


description of the ivestm 





merits of different classe 





life assurance and ul property); and explains the basic rules for interpretation of company 
counts and fe ialysis earnings Eyre & Spottiswoode, pp. 326, including a 30-page index 
price 12/6.) : ; 

The Dollar Shovtas \ series of five lectures delivered under the joint auspi of the Uni- 
versity of London and the Institute of Bankers in November-December, 1949. The series 
comprises an introduc lecture on the ‘“‘ General Problems of the Dollar Shortage ’’ by Sir 
Arthur Salter, a spe study o The American Economy and World Trade ’’ by Professor 





A. T. Brown, a paper on ‘“‘ Europe and Marshall Aid’ by Professor R. G. Hawtrey, and two 
summing-up lectures on ‘‘ Reducing the Dollar Shortage ’’ and ‘‘ Repayment and Readjustment 
by Paul Bareau. (Institute of Bankers, price 1/- per lecture.) 


Balance Sheets and the Lending Banker, by H. Clemens (Europa Publications, Ltd., pp. 197 
J I re 
price 12/6) 
Foreign Busine by David Rodger (‘‘ Handbooks on Scottish Banking Practice, No. 12 ) 


Institute of Bankers in Scotland, pp. 68, price 2/6.) 
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\ ppointments and Retirements 
Mr. Rupert E. Beckett 


Mr. Rupert Beckett, whose portrait forms the subject of this month’s frontis- 
piece (page Xv ji), disclosed in his annual address to sharehol 
Bank that he will shortly be retiring from the chairmanship of the bank. He has 
completed twenty years of distinguished service in that rdél No announcement 
has yet been made about the succession. The present deputy chairmen of the 
Westminster Bank are Lord Aldenham (who has served in that of 


ten years) and Mr. Duncan A. Stirling (who was appointed a deputy chairman 








-e for over 


two years 
Bank of England—\ D. | johns, a deputy chief cashier, to b ris il the Discount 
Office, to hold t otfice jointly with Mr. A. C. Bull until the latte Irement ina few mnths 


time. Mr. Bull hi een principal of the Discount Office since 193 Mir. M. H. Parso ire 
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Lloyds Bank—/ ninghaim ¢ til > Mr. Kenneth S. Peacock has been appointed a member 
f the Birr im Committe liead { / ller, has 
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| May 3. J from B to be an assistant controller ; Chief 
rc. i W it, an assistant c roller, advance department, to be an 
Mr. G. R. Kinse O.B.E., of the inspection sta to be assistant 


Re * Mr J R. Winton, of Head Office, to be editor’s assistant 
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» be district manager’s 





f if ) nt, £:.¢ Mr. f lanager on retire 
B. Brutsch \. D. Russell to ib-manag Mr. R. E. Williams to be a 
int on retiz nt of Mr. F. Deze VI.B.E City Ojfice C Mr. B. Oakley 
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i ul, issue department, on retirement of Mr. W. H. James. Mr. 
of the City Office, to be principal, securities department, on retirement of Mr. D. V 
Mr. E. Hirst, from Vicar Lane, Leeds, to be manage Birmingham, Old 
L. F. W. Munden to be manager. Prec Crickhowell) : Mr. W. W. Hughes, 
n to be manager on retirem of Mr. R. V. Wilhams. Bridgwater 
m Calne, to be manager on retirement of Mr. P. Giddy. Caln Mr. 
iveliscombe, to be manager. Hawarden : Mr. G. H. E. Foley, from 
Hereford : Mr. W. F. A. Stephenson, from Hawarden, to be assistant 
Mr. A. W. Rowley, from Leeds, to be manager on retirement of 
vgate, E.C Mr. H. N. Padwick, from Park Lane, W., to be sub 
L. H. Horton, from Shrewsbury, to be sub-manager. Pontypridd 
] ts, of the inspection staff, to be sub-manager. Swansea, Muwtbles : W.B 
m Swansea, to be manager. Swindon : Mr. A. F. Nicholson, of the inspection staff, 
ager. Watford : Mr. E. D. Byndon-Ayres, of the inspection staff, to be sub-manager 
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Through its own branches in England and " 
those of its affiliates and through man | 
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Discount Market Results, 1947-44 
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uts imports of dollar raw materials. But 
1 mere over-all expansion in output, everybody 
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THE WAGES SPIRAI 
Had labour been willing a year ago to s 
the cost of living rise by six points without 
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nands, that would have gone 
1 long way towards solving our problems. To 
in import pri > to devalua- 
ion from giving a further twist to the wages 
spiral, it is profoundly to be hoped that the 
lividual unions will follow the T.U.C. lead 
rinciples it is difficult not to fe 
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xes spiral will continue so long as 
»ver-full employment persists 
Even if th 
hilt, it means that our economy will become 
rigid and inless the wage 
stop is accompanied by a cu 
‘xpenditure that would bring a contraction of 
mployment in industries catering for the 
home market, rcleasing resources to find thei 
way to the cxport industries 
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SAVING 

One other thing could make possible a real 

ulleviation of the tax burden it is a revival 

f saving on a scale that would obviate the 

xd for a budget surplus. But here we hav 

hich the 

situation abounds, for the more pro 
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taxation and rising prices 


crushin ; 

will not revive until the tax burden 
has been lightened. And savers must be given 
cause to feel confidence that the currency wil 
maintain its value. The purchasing power of 
past savings has declined so drastically that 
it is increasingly difficult to persuade savers 
that they will not experience similar losses in 
tuture This undermining of confidence is 


eflected in the h ry withdrawals of small 
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investors was responsible for the recent fall in 
prices. By halting the inflationary 
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kept taxation at peak war-time levels, with 
all its deadening effect on individual effort 


\ reduction of the present t 
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tax burden is a 
prerequisite to recovery ; to make that possible 
it is for the Government in power to choose 
between the more essential and the less essential 
objects of Government expenditure. 

\ few months of restraint in spending, not 
involving any severe personal hardships, would 
transform the whole situation. 

Our productive apparatus 


l 





is sound; our 
people are sound, given the proper incentives ; 
it is the management of our finances which has 
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THE BASIC LESSON 

Indeed, the basic lesson of the past four 
ye 1e need for restraint on the part of all 
political parties if we are to preserve the sound- 
ness and stability of the nation’s money 
Sound and stable money 





h a condition 
of a healthy society as an incorruptible judi- 
ciary, and performs a comparable function in 
the sphere of social justice. Not so long ago we 
possessed the double safeguard of the discipline 
of the gold standard and the independence of 
the Bank of England. Both have disappeared. 
For good or ill, t! e of rling is decided 
by the will of the majority in the House of 
Commons, unfettered and unrestrained. 
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managed ’’ currency has great dangers. The 
whole monetary situation to-day is dominated 
by Government actions, touching every aspect 
and extending far beyond 
the management of the currency in 1ts tech- 
nical sense. Maintenance of the stability ot 
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Government More particularly, in an indus- 
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MARTINS BANK 


PROBLEMS OF INFLATION 


REDUCTION OF NATIONAL 


EXPENDITURE 


wR. A. HAROLD BIBBY’S REVIEW 


general meeting of members of Martins 
Bank Limited will be held at Head Office, 
Liverpool, on February 7 


/> 


Te one hundred and nineteenth annual 


1950. 


Ia his statement circulated to members, the 
n, Mr. A. Harold Bibby, D.S.O., D.L., 





chair 


writes : 


It is with deep regret I commence my 
remarks by recording the death, in December 
last, of the Right Hon. Lord Biddulph, D.L., 
who joined the London Board in 1919 when 
the Bank acquired Cocks, Biddulph & Com- 
pany. In reporting also the retirement of Mr. 
Walter Hargreaves, LL.D., from the Leeds 
Board, and in recording thanks for his valuable 
advice and help over a period of twenty-nine 
years’ service and for Lord Biddulph’s long 
association with the bank, I add my continued 
appreciation of the work of our local boards at 
London, Manchest Newcastle upon Tyne 
and Leeds. These enjoy a considerable degree 
of autonomy, to the great advantage of our 
customers in their respective areas, and by 
representation on the General Board effectively 
link together our widespread connection. ; 











I am pleased to be able to submit to the 
npany the balance sheet and 
proit and loss account for the year ended 
December 31 last, indicating both a satisfactory 
profit, slightly in excess of the previous year, 
and an expansion of our business. Like other 
banks and institutions dealing with money, 
ur figures since the outbreak of the war have 
*xpanded greatly, due mainly to inflation, but 
members may be assured that, to a lesser 
degree, it is also due to the broadening of the 
basis of our business in our older offices. The 
new branches, mostly opened just before the 
war, have also played a prominent part in this 
expansion. A steady growth in the number 
% our customers indicates the extended use of 








the facilities we offer. The services of our 
trustee and foreign branches are more widely 
used than ever before and have necessitated 
considerable increases in staff. 


THE BALANCE SHEET 

Current, deposit and other accounts have 
risen by £16,875,370 and now stand at 
£305,289,697 which is a record in the history 
of the bank. The ratio to deposits of our more 
liquid assets, consisting of cash, balances with 
the Bank of England and other banks, Money 
at call, Treasury Bills, Treasury Deposit 
Receipts and Bills discounted, continues at the 
high figure of 54.6 per cent. A decrease of 
£25,500,000 in Treasury Deposit Receipts is 
reflected in an increase in Money at call and 
in Treasury Bills. Thus, against a narrow 
reduction in earning power may be set some 
advantage of flexibility in carrying the pro- 
portion which falls to us of the country’s 
unfunded debt. 


Our advances have increased by £3,603,422. 
It is in the national interest, during the difficult 
economic period through which the country is 
passing, that bank borrowing should be con- 
fined to the finance of trade in the ordinary 
course of business and it is a wholesome feature 
of the present position, in contrast with the 
post-war period following the first world war, 
that money is not advanced for the speculative 
holding of commodities, stocks or securities. 
Also, as is well known, the Capital Issues Com- 
mittee control borrowing for capital purposes 
which, however irksome, is at present inevitable 
as a means to ensure the best use of the 
country’s resources. While seeking to meet 
all legitimate proposals which would assist 
agriculture and industry, especially the export 
trade, our officers have resisted advances which 
might lead to inflation. 


In a footnote on the balance sheet your 
attention is drawn to a liability of £595,000 in 
respect of contracts for the purchase and 
alteration of several properties. The increase 
of our business in London and district and of 
the work of our Foreign Branch has made it 
imperative to acquire additional space to relieve 
the pressure in Lombard Street, and a large 
part of the above-mentioned amount relates to 
the purchase of a property in close proximity 
to that oftice. You will also see from the 
accounts that we have transferred to Premises 
Redemption account a sum of {100,000. This 
and earlier provisions have kept the item of 
Bank Premises and other property on a con- 
servative basis but need for further provision 
will persist as conditions permit for modernisa- 
tion, extensions and acquisitions. For instance, 
town planning under the Town and Country 
-lanning Act will involve us in expenditure. It 
will be noted in the Profit and Loss account 
that there is no allocation to Reserve for 
pensions as in former years. Instead, provision 
has been made before arriving at the net profit 
in conformity with the general practice of 
banks 
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STATEMENT OF ACCOUNTS, 3lst December, 1949 
, 
Er , 
Capital paid up ... adie end - oe one £4,160,042 
Reserve Fund 4,260,042 
urrent, deposit and other accounts (i ncludi ng Profit ‘and Loss 
Account) ese ; 305,667,665 
aS Acceptances and igageme ents on accou 1t of customers 21,823,848 
al - 
£335, 911,597 
s ASSETS 
Cash in hand and at Bank of Engiand ... £26,161,243 
Balances with, and cheques in course vd collection on other 
banks in the British isles ... 13,284,908 
Money at call and at short notice ; oe eee ‘as 41,073,250 
Balances with banks abroad ese see — ome see 379,489 
Treasury Bills one E 42,900,000 
Treasury Deposit Recei pts nl 38,500,000 
Bills discounted e . 4,579,334 
es Investments - vee ave 75,087,773 
ure Advances to customers and other accounts . > o 68,668,570 
, Trade Investments ots ai an bes sail ih 425,084 
- Bank Premises... jae ons oes ea jen 3,008,098 
I Liability of customers for acceptances and en gagements ‘“ 21,823,848 
0! SD 





£335,911,597 





LONDON DISTRICT OFFICE: 68 LOMBARD ST.. E.C.3 
HEAD OFFICE: WATER STREET, LIVERPOOL, 2 
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MIDLAND BANK 
LIMITED 


HIGHER 


IMPORTANCE OF CREDIT 


FACILITIES 


REMEDIES FOR COUNTRY’S 


DIFFICULTIES 


LORD LINLITHGOW ON 


ECONOMIC POLICY 


HE one hundred and fourteenth annual 


general meeting of Midland Bank Limited 
will be held on February 15 at the Head 
Office, Poultry, London, E.C. 
[he f 


Chairman, the 


statement by the 
the Marquess of 


the 
Most Hon. 


_— 
uoWwInNE is 


Linlithgow, K.G., K.T., on the report of 
directors and balance-sheet for the year to 
December 31, 1949 

The year nineteen-forty-nine added its full 
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preceding devaluation, and to a large extent 
reflected widespread expectation of t! step 
It was due, not so much to any strong move 
ment to turn h s of gilt-edged sect 

into cash disinclination on the 





vestors, in the 
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0 
conditions then ruling, to take up those securi- 
ties coming on to the market in the ordinary 
course of business. The uncertain conditions 
in turn arose from increasing disquiet as to the 
balance of payments, for it was felt that the 
progress earlier recorded towards closing the 
gap on the sterling area's dollar account had 
not been maintained, that the reserves of gold 
and dollars were once again rapidly running 
down, and that stern measures within the 
national economy would be found necessary as 








an accompaniment to what seemed an in. 
i the exchange value 


escapable writing-down of 


of the pound 





rhe sharp fall in gilt-e 
ever, represented in part a temporary exaggera 
tion of a slow trend in the direction of rising 
yields on fixed interest-bearing investments 
The trend might be read as a symptom of per- 
sistent disparity between the flow of investible 
savings, whether personal or corporate, and 
the demand for capital finance arising from 
both public authorities and private under- 
takings. This over-stretched condition, of 
what has come to be called inflationary pres- 
sure, was one element in an economic situation 
that ultimately called for adjustment of the 
dollar-sterling parity. Naturally, other factors 
were at work, like the recession of business in 
the United States early in the year ; but the 
causative connection between the two major 
monetary events of the year is clear. It must 
be noted, in qualification thereof, that the rise 
in effective interest rates was limited to the 
capital market ; apart from minor adjustments 
in discount rates for commercial bills, there was 
no corresponding upward movement in rates 
for short-term accommodation, whether by 
way of discounts or direct borrowing from the 
banks. Treasury bills and Treasury deposit 
receipts remained as cheap a form of Govern- 
ment fil as they had been ever since the 
rates were lowered in October, 1945. 
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No one can escape some feeling of disappoint- 
ment with the actual course of events; and 
this feeling, together with a natural anxiety 
for the future, has led to even more widespread 
and vigorous discussion than heretofore of a 
variety of forms of corrective action. The 
discussion became perhaps even more lively 
after the disclosure of the Government’s own 
measures of internal adjustment, following 
devaluation, which by many critics were judged 
to be inadequate The issue is in truth much 
less one of estimates and the matching of con- 
jectural statistics than of the psychological 
response to the needs of the situation, and 
this is a factor which no man can foresee 
still less predict its force Accordingly I shall 














not attempt to pronounce upon the general 
question ; what is perhaps more helpful is 
that we should clarify our minds as to the 


appropriateness of some of the suggestions made 
for putting to rights the internal monetary 
situation. 


First, then, it has been widely advocated, 
for some time past but particularly since de- 
valuation, that thi should take 
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I believe, enough for our ] 
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las the open c 

at which the imme- 
diately availa ly meets the immediately 
effective demand Under conditions of flexi- 
bility, all three factors—price, supply and 
demand—are responsive to each other. Fur- 
ther, the rates for long-term capital and short- 


ll contem- 








term credit tend to rise and 


poraneously, since both are under t! 


rc } 7 
of related force 


impac { 


What is often overlooked—though it has an 
important bearing, in present circumstances, 
iat tne 





upon the case for higher rates—is th 
telatiens between rates for credit and for capital 
have not always been, in open-market condi 
tions, those to which we have become so 
accustomed that we tend to regard them as 
normal. It seems to be assumed as in the 
regular order of things that short-term rates 
nust naturally be well below the yields on 
long-term securities: whereas the records 
show that this is by no means an invariable 
feature of a truly free market. If, for instance, 
we look back - as the beginning of this 
century, we lat in the period to the 
outbreak of the first world war the annual 
average of rates of discount for three-months’ 
bank bills was higher than the yield on consols 
in no less than nine of the fourteen years. The 
same relationsh I 
1929. The fact is tha 
tuated far more freely 


than long-term yields 














is true of 1920 and even of 
t short-term rates finc 
-sometimes violently 


But it is well to ren 











ber, especially when advocating the abandor 
ment of mor ’ management in favour of a 
complete ret l » free market condit s,t { 
there is r patte i tes vw h can eri 
be regarded as “ natural or all tin and 
conditions 

In the « 5 un trolled money markets 
and a freely at ge standard, the cruy 
i the rates system was Bank rate, which 
was raised or lowered by t central bank 
according to its knowledge of facts and trends, 


particularly in their be 
its gold resery 1 its judgm 
f the moment Variations wer 


aring upon the size ol 


of the needs 





frequent 
is perhaps of only antiquarian interest to 


151 


recall that Bank rate was changed twenty-four 
times in a single year, 1573; more to th 
point is the fact that it was altered seven 
times, ranging between four and seven per 

nt in the year of crisis 1907. A rise in 
e to be regarded, primarily 
as a protective device to help in maintaining 


in the central 





and restoring the gold reserve 
bank, and a movement up or down had imme- 
diate, if unequal, effects throughout the 


We need at this point to remind ourselve: 
how higher rates came to have the desired 
effect of reinforcing the gold reserves. On the 
side of external currency relations, they mad 
London a more attractive centre, in compari 
son with others, in which to hold inter 
nationally mobile funds, and at the same tim 
a less attractive centre for borrowers, whether 
of capital or credit, on international account 
Hence the external demand, in the exchange 
markets, for sterling was strengthened while 
the demand for foreign currencies in exchange 
for sterling was diminished. Exchange rates 
therefore tended to move away from the point 
at which it became profitable for those who 
specialized in such business to take gold out 
of the central bank and ship it abroad. This 
was the direct effect of higher rates; the 
indirect effects were no less important. On 
the domestic side, a rise in the cost of credit 
gave an impulse to liquidation of stocks of 
commodities and the closing down of specu 
lative positions, while higher costs of long 
term funds tended to deter the carrying out 
of some capital projects. One effect was a 
tendency for expenditure on imports to 
diminish, while another was to induce a 
decline in sterling prices of goods, improving 
Britain’s competitive position in international 
trade. Thus the current account section of the 
balance of payments was strengthened along 
with the rectification, by the direct effects 
already noted, of the capital section ; together 
these two forces operated to maintain and 
restore the gold reserve. 


All this, over-simplified though it is, has 
much more than historical interest ; its rele- 
vance to current discussion becomes apparent 
when we recall the indispensable bases and 
conditions for successful operation of the 
system. In international relations, Britain’s 
balance of payments had to be in continuing 
equilibrium, subject to no more than occasional, 
marginal disturbance ; ordinarily, indeed, since 
London was the world’s principal financial 
centre and had to stand ready to meet external 
demands in large volume and at short notice, 
there needed to be a regular surplus on the 
current account section of the balance of pay 
ments. Secondly, the international functions 
of London demanded the maintenance of sub 
stantial monetary reserves, supported by a 
continuous inflow of newly-mined gold and by 
a large volume of readily realizable claims on 
other financial centres. Finally, the gold 
standard system presupposed complete free 
dom of exchange transactions, whether for 
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to undertake r to t ired to undertake 
any d¢ erate and general contraction of th 
credit facilities extended in accordance with 
national policy l 

action could n 

production 





as well as th 
tak 


difficulties the is 





operation, un¢ 





of many 1 ts contribut ) ( rial 
efhciency l «¢ rprise in < Se markets 
Incidentally, curtailment of 

well for business underta! xs to sell their 
remaining gilt-edged sé 

tributing to a still furt 

Chus, while in pr sent cil 


up or interest rates wou 


ineffective in achieving 





economic 
contraction would deal 
and might well have 
op posite to those desired 





CARDINAL QUESTION 
OF POLICY 


we to seek the remedy for 


Where 


then, are 
our over-extended condition ? 





his condition 
has been persistent, varying only in degree, 
ever since the end of the war. Moreover, 
devaluation, considered by itself, was bound to 
intensify it by raising the sterliry cost of a 


proportion of the country’s necessary imports 
and calling for a larger physical volume of 
exports to match a given quantity of imports 
rhe diversion of a larger share of the national 
output into export markets must for the time 
being restrict the volume of supplies in the 
home market, and, pending the fructification 
of measures aimed at higher productivity, 
equilibrium can be restored only by curtailment 
of the total demand expressing itself through 
public and private channels. What the circum- 
stances require is reduced consumption or the 
selective curtailment of capital construction 
or both, tt and less 
demand for c: > tried to 
show that hi would be of 














very doubtfu i g Capital 
projects or encouraging increase ng, while 
severe and general restriction of bank credit 
would almost certa obstruct the fi 1eT 
xpansion ty industry 

I 

Whe tl al 
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n a powerful P 
tions on the ot! ( ht we be avoidable 
Ever since 194 nat pol has in effect 
been counting upon the , expansion « 
productivity to make h headway as to out 
trip an already t ! regulated 








f demand; but from time to time 
regulation has had to be applied to the extent of 
restriction, falling almost invariably on demand 
for capital purposes. Throughout, the hope 
seems to have been that action by way of 
restriction of total demand might be minimizeg 
in the expectation of such pro 
ment of 
questioned balance at a 


below 


volume o 








: ressive Improve- 
output as would establish an un. 
evel not far, if at al) 


current standards of expenditure. 5 











far that hope has been frustrated, and dis. 
appointment may be repeated unle the pro- 
cess of enlarging output can be speeded up 


From this it follows that the 
question of national economic policy remains 
to-day what it has been all through the post- 
war period: it uestion whether drastic 
action to ¢ domestic demands 
upon our productive yurces can be any 
longer deferred, or the best means of 
avoiding that is not by giving 
industry greater latitude, in more flexible con- 
ditions than now obtain, to take such measures 
as are required to raise the general level of 
efficiency in production and distribution, and 
thus to enlarge the national output at a more 


rapid rate than has been attainable hitherto 


cardinal 














THE BANKING YEAR 

It has been noticeable during the past year 
that the difficult conditions under which in- 
dustry and trade have been operating have 
been reflected in reduced profits for many 
undertakings. For reasons partly general and 
partly special to banking, our own net profit 
for the past year is slightly lower than for 1948 
notwithstanding a further expansion in turm- 
over and in resources averaged over the year. 
Higher trading profits were offset by increased 
costs, among which the largest in our business is 
that for staff, both active and retired. In 1950 
as matters stand, we shall have to provide fora 
full year of the higher rate of profits tax 
which applied for only a quarter of 1949. Out 
of the net profits we make two allocations. The 
still rising cost of any form of work on premises 
and the continued delay in carrying out plans, 
make it desirable to set aside a further sum on 
this account. In addition, we make another 
allocation to our Reserve for Future Con- 
tingencies. After paying the same rate ol 
dividend as for many years past, a smal: 
increase is shown in the balance of profit and 
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loss account carried forward 





You will f ait ed the 1 Report 
ome i itions, given in a n¢ , of the 
continuing rowth of the 3ank’s business 
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C I about 
ne in amount as a year earlier, while 
advances, though they still represent a far 
smaller proportion of our total resources than 
before the war, have again risen 
follows that our holdings of 
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yvernme se ties ¢ l kir 1 
Treasury bills and Trea y deposit re 
have declined slightly over the yea ; 
absolutely and proportionate ly Three vear 
ago it we oted that about t teen shiil 
tn every pound of deposits entrusted to us was 
covered directly by Government o 
to-day th responding figur ; wel der 
eleven Shlluings « nd ixpence l in 
however, 1S due s to th VOI t of ; 
jisinflationary policy in public fina 
policy which during the pr ly 
7 onset ] 





has been largely « 
savings—than to the cor 





tinued 


nds on the banks 


expansion of 
industrial and othe 
accommodation, s] 
cated earlier in this 5 
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Within the total of Gove 
pronounced cha has occurred in con- 
sequence of the Treasury's policy in altering 
the composition of the floating debt. During 
the past half-year far less reliance has come to 
be placed upon the raising of short-term money 
through the disposal of Treasury 
receipts among the banks, and far more 
the issue of Treasury bills through the weekly 
market tender. Treasury deposit receipts were 
introduced less than ten years ago, as a war- 
time device, and it perhaps natural, there- 
fore, that efforts should be made to curtail the 
resort to this method of meeting Exchequer 
requirements. It may be, moreover, that the 
authorities prefer the wider currency of the 
Treasury bill, for which the range of demand 
is extensive as compared with the limited scope 
—in effect the clearing banks, the Scottish 
banks and a very few others—for the placing of 
Treasury deposit receipts. For our part, 
although the return on bills is slightly less than 
on deposit receipts, we welcome the higher 
standard of liquidity implied in our enlarge 
holding of the most flexible of | 
instruments 


deposit 


upon 











rrowing 


Despite the substantial fall in values of 
investments, they continue to be shown, in 
accordance with our regular practice, at or 
below market prices on the date of the balance 
sheet, depreciation having been covered from 
our internal reserves 


The re-expansion of our branch system, 
mentioned a year ago, continues, and the num- 
ber of our banking offices is now almost back 
to the pre-war figure. The openings during 
1949, however, were indicative of the broaden- 
ing field of banking service, for among them 
were two more offices at airports and one on 


the new Cunarder, Caronia. 


The past year has been an eventful one in 
external monetary relations. In particular, 
the disturbances attendant upon devaluation 
gave rise to a multiplicity of problems in the 
overseas business of customers, which engaged 
all the resources of knowledge and experience 
possessed by officers of the Bank directly con- 
cerned in these In no preceding year 
were so many demands made upon them for 
information and ad especially on trade 


atairs 


advice 











l yn i ve ivé 
s to put the full strength 
m its unsurpassed con- 
1e campaign to enlarge 
dollar exports from ste x area, and to 
that end have collaborated closely with 
S UI ularly the Dollar Exports 
‘king with that major object in view. 

shown again how large a con 
se ends can be made by personal 


%t only abroad, but 
f enta- 











e s Brar at ir tant trade 

ffi s of that Branch to it 

OV 1e country for direct 
discuss f t particular problems 
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i nese 1 a i 
of great import in re-establishing the inter- 
national position of our country; they are no 
less important to the Bank in the contribution 
they make towards enhancing its goodwill. It 
is signifi that despite the 
disturbed conditions of last year, especially in 
the months prece evaluation, no diminu- 
our day-to-day foreign 





ant, for instance, 





tion was recorde 
business ctions it con- 


substantial 


tinued to 
increases, number as well 
as the amoun opened, 
in the number of foreign bills collected, chiefly 
in respect of exports from this country, and of 
inland bills, arising mostly from imports 
2 currency and also 
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increased, as did the use of travellers’ cheques 





“edit 


Foreign sales purchases 


The nature and growth of all this business 
indicate that London still holds its post-war 
position as a centre of expanding world trade, 
and thus make he country’s 











s a contribution to th 
‘invisible exports’’. We should like to see 

ce t ly enlarged, but the 
fulfilment of this hope would seem to be 
dependent upon the re f obstacles to 
the free movement of 3; and 
of payments therefor, the re-establishment of 
Great Britain as the focus of the world’s 
markets for the great staple commodities, and 
the entrenchment of a sure confidence overseas 
in the future of the pound sterling. It is good 
to see some movement in the first two of these 
directions, as, for example, throngh concerted 
arrangements with OEEC countries and the 
partial reopening of the metal market. As for 
the third, it is a pity that so much attention 


that 


mtribution great 





servik 





should be given to quotations abroad for 
particular kinds of sterling which suffer from 
limitations upon their use—quotations which 
have little or no relation to the true com- 
parative purchasing-power of the representa- 


in the overwhelming 
tions. Behind 


tive pound sterling as used 
bulk of foreign exchange t 
all these sources of difficu however, lies the 
ever-present problem of regaining equilibrium 
between the dollar countries and the rest of 
the world. If the ‘‘ devaluation crisis’’ did 
nothing else, it did at least serve to bring the 
governments most closely concerned into more 
complete agreement on the nature of their 
respective responsi i » be hoped, 
on the joint and taken to 
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WESTMINSTER BANK 
LIMITED 





HE s i the Hon. Rupert E 
Beckett, chairma of Westminster Bank 
Ltd., has been circulated to shareholders 
with the Report and yuunts for the year 


ended December 31, 1949, which will be pr 
ial general meeting at the 


ting thc 





“dnesdi Ly, February [5 


Che following is a summary of the statement 


» have been several 


new a administrative 
yf r. Ford, who was 
yur from July, 1947, 


Over the long 
































pe the bank, he never 
Sp 1ance of his various 
duties, and we are grateful to him for his 
eminent services. H succeeded by Mr. A. D. 

hesterfield I ha 

ment d x the pa 

Ge 1M a \I 

Crem Th it 

have now S 

numb of foi G a 

bro it up to f by the 

Mr. H. W. Norris F. W. Hardstone, Mz 
C. W. De und Mr. L. E. Eldridg 

rH ACCOUNTS 

Our Current, Depo and Other Accounts 
show a decrease, as compared with 1948, of 
£30 million, arising in the main from the with- 
drawal, as expected, of a W oasis nts which 
had been built up for special use in 1949 
Naturally we have had to face a severe fall in 
he price of gilt-edged s t l pleased 
o be able to assure you that our ternal funds 
lave been adequa » meet the current depre 

ation of our g lzged investments Ob 
iously these f ls are not inexhaustible, and 

; our wish t lo all Se 1 to yuild th 1 

Lfte 1e heavy hich the year 1949 
has in <d upon them. It to me that 
the poli l ( on tl tv deliber- 
ately “‘ talks down ’”’ British it is absolutely 
iat 1 considering the adver effects that 
uch fall 1 edit h on the iny Lent 
[ tion of t 1 

Che year \ ing has resulted in a profit of 
I , 1 is an increase on last year 


{ some £29,000, and wiil be disposed of as set 
ut in the Directors’ Report. We have tho ought 

wise to enlarge our inner funds by a transfer 
of £600,000 as an additional appropriation to 





Reserves for Contingencies. 


Our affiliated institution in Ireland, the 
Bank, continues to make consistent 
progress. The profits show an increase on the 
Our continental subsidiary 

zn Bank, had, on the whole 


previous year 


stminster Fore 





DISAPPOINTING SETBACKS 





[he severe setbacks the c mantry ¢ xperienced 
in 1949 in the economic field were the more 
disappointing because of the moderate opti- 
mism that seemed to be justified at the 
beginning of the year. At the turn of the 

var the gold and dollar deficit had been 
ght within the amount of American aid 
currently received ; and this was encouraging 
as appearing to ensure that at least we should 
not have to draw further on our reserves. 









{t was not until the second quarter of the 


there were unmistakable signs of 
ling difficulties. At the end of June 
was found to have fallen 
sharply. In the second quarter United King- 
<ports had fallen and imports had risen, 
particularly in trade with the Western Hemi- 
phere. No less important for the state of the 
reserve, the same deterioration had occurred 
in the ste a generally. 


reserve 


dom ¢ 


rline ar 
ring ares 


ted to check 





The measures hastily adop 





further losses of dollars consist chi sfly of a 
standstill of new dollar peng while 
arrangements were made for a cut of 25 per 





cent. in dollar imports. But this was not 
enough to turn the tide. = only did net 
dollar earnings fail to expand, but reserves 
leaked away for other causes. The growing 
it 


abroad that the devaluation of sterling 

W uld sooner or later prove to be inevitable 
un ined confidence in the pound. Wherever 
possible purchases of sterling goods were held 
i the standstill of 


yelief 








over It is possible that ha 
dollar purchases in July been reinforced by 
vigorous inte measures foreign opinion 





would have been reassured. 


By September, when the loss of reserves 
became condiorand » it was too late for remedial 
action, and devaluation of the pound became 
inevitable as the only means of safeguarding 
what reserves remained 


EFFECTS OF >VALUATION 


Devaluation was a leap in the dark which the 


circumstances we had allowed to develop forced 
us to take It raises the cost of living by 
increasing the prices of many es sential imports. 


At the same time it permits reductions in the 
; of our exports in terms of dollars ; 
total dollar 


selling pric 
but we cannot say yet whether 
ll ater than before 
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[he troubles h could be cured by our 
ywn policies, an -h must receive urgent 
attention if we are to avoid further calamities, 

od i ultir ly to two: inflation 











can be iuced t 

aad unrequited ex 
For my present purpose, it is sufiicient to 
use the term inflation as meaning the 
f resources by the release of too 


overstraining oO! é 
much pur¢ ing power. It is clear that the 
only practicable means ol curtailing purchasing 
power is a cut in Government expenditure. 
The measures adopted by the Government may 
be expected to go some way towards checking 
inflation, but less home demand is reduced 
by means of much larger economies the induce- 
ment to divert goods to hard-currency markets 
will be inadequate 


is 














To meet the need for more dollar exports 
by diverting go ods from other markets may 
be the only ssible course for the present, but 
the problem can be permanently solved only 
increase in production. The increases 
have already occurred, encouraging 
though they are, are still not enough to meet 
the needs of the situation. 








UNREQUITED EXPORTS 


The high level of demand for British goods 
ia the sterling area is bound up with the prob- 
lem of unrequited exports. Substantial quan- 
tities of our exports are bringing in no imports 
ia return but constitute exports of new capital 
and the repayment of past indebtedness. The 
debts we are repaying are the sterling balances 
accumulated by other countries during the 
war. We appreciate the need for capital 
equipment of the creditor countries, and the 
difficulties with which they are at present con- 
tending. But there is clearly a limit to what 
we can afford to pay out with one hand while 
we are obliged to take gratuitous aid or loans 
with the other 











The state of the gold and dollar reserve at 
the end of 1949 was more satisfactory than 
had been expected, even after allowing for 
temporary influences. A good deal of the 
increase in reserves was fairly attributable to 
a permanent reduction in our trading deficit 
with the dollar area. We welcome the increase 
in Our reserves ; but we should be wrong to 
think that it does more than give a foothold 
while we gather strength for the rest of the 
limb 








INTERNAL CONDITIONS 


The question arises whether the internal 
organization of yur economy is likely to prove 
equal to the demands now being made upon it 
In some ways it is developing in a manner 
that threatens to render it singularly ill-fitted 
for the task. Never has the desire for leisure 
been stronger than to-day, when the circum- 
stances clearly call for harder work by all. 
But there are exceptions. There have been 
many welcome reports during the past year of 

















special efiorts by groups of workers—often 
within a single firm—which show clearly what 
can be done when the right spirit prevails. 


On the other hand, there have been numerous 
unofficial strikes. Part of the explanation of 
unofficial strikes is sheer irres sponsibility in the 
minority, played upon, no doubt, by deliberate 
mischief-making. If the Unions are unable or 
a to discipline their members, and the 
normal reaction of workers to the slightest 
feeling of grievance is to threaten the public 
with discomfort and inconvenience, and some- 
times serious dislocation of trade ; and, above 
all, if unofficial strikers think that they can 
exact concessions by such methods, then the 
whole system of official negotiation in trade 
disputes will be stultified. 


THE WELFARE STATE 


Of recent years we have witnessed a change 
from the conception of the State as an impartial 
umpire in economic affairs to that of the State 
as the guarantor of a certain standard of 
material welfare. Much of the progress that 
has accompanied this change of ideas has been 
entirely desirable in itself. But the Welfare 
State has so far remained an organization for 
distribution ; its productive function has not 
yet reached much consideration. The time 
has come when, if this latest Utopia is not to 
go the way of earlier models, attention must be 
transf ferred to the less attractive side. 


What does 1950 hold in store? The over- 
riding influence which for too long has kept 
our economic affairs in a state of suspense has 
been uncertainty in the political sphere. But 
the date of the General Election has now been 
announced. When the election is over it may 
be hoped that the period of temporary expe- 
dients will be at an end, and that a determined 
attack on our economic problems will at last 
be made. There is no more room to-day than 
there has been at any time in the past to doubt 
the ability and w eee of the British people 
to do all that is required of them provided 
they have the measure of the task and are 
given a strong lead. 


CHAIRMAN’S RETIREMENT 


I end on a personal note. It has been my 
honour and privilege to address Westminster 
Bank shareholders either by word of mouth or 
by the written word for the past twenty years. 
The time has now come when it is advisable 
that younger heads should take control of our 
great institution. 


I am deeply sensible of the kindness and 
courtesy w ith which shareholders have always 
received the annual account of my steward- 
ship. Now on this last occasion I testify with 
a full heart to the unswerving help and support 
I have always received from my _ fellow- 
Directors, Officers, and Staff of all ranks who 
work for our Bank, without which si — my 
labours would indeed have been in vain. 

Farewell goes out sighing,’’ but th anks be to 
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